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Public Ownership ‘Fundamental’ to Socialism 


94CM0385A Beijing ZHENLI DE ZHUIQIU 
[PURSUIT OF TRUTH] in Chinese No 8, 
10 Aug 94 pp 26-30 


[Article by Wu Ge (0709 2047): “On Socialism and 
Public Ownership—Impressions Gained From the Study 
of Selected Works of Deng Xiaoping, Volume 3”’] 


[Text] What is socialism? How a country whose produc- 
tivity is backward can build socialism is the central 
theme of Volume 3 of The Selected Works of Deng 
Xiaoping. Comrade Deng Xiaoping said: ‘What 
socialism is and what Marxism is, we have never com- 
pletely clarified heretofore.” This is to say that there are 
some important problems about socialism that we have 
not solved very well. For example, we have ignored the 
fact that the basic task of socialism is the development of 
productivity. We have taken an absolutist view that a 
planned economy is an innate characteristic of socialism. 
We have not distinguished the existence of a commodity 
economy during the initial stage of socialism from the 
gradual withering away of the commodity economy 
during the high level stage, as well as the fact ‘!:at the 
practice of socialism must be rooted in the realitics of a 
country, and so forth. Comrade Xiaoping’s exp!anation 
of this series of problems in theoretical terms in Volume 
3 of Deng’s Collected Works is an enrichment and 
development of Marxist scientific socialist theor) 


In discussing socialism, Comrade Xiaoping confirms 
explicitly the most essential character and fundame: ‘al 
principles of socialism. He says: We have adhered to two 
fundamental principles in reform. One is to take the 
socialist public ownership economy as the dominant ele- 
ment, and the other is a good life for all.“ Socialist public 
ownership and a good life for all are not on a par. Socialist 
public ownership is basic. Only when socialist public 
ownership and the principle of distribution according to 
labor are dominant elements can a good life for all be 
realized. Moreover, socialist public ownership is the most 
essential determinant of the socialist public ownership 
system. Since the nature of public ownership directly 
determines the nature of the socialist system, socialist 
public ownership is the fundamental system in socialism. 
Without it, there is no socialism. The reason that a socialist 
market economy has a socialist character also lies in its 
being linked to the basic system of socialist public owner- 
ship. Recently, an ideological trend that repudiates 
socialist public ownership has become popular. For 
example, some people claim that *the ownership system is 
the means not the end,“ denying that ownership is the 
dominant element that is the most essential determinant of 
socialism. They say “public ownership is the means; the 
development of productivity is the end.“ Thus, the own- 
ership system is optional.“ ’The one that benefits produc- 
tivity should be applied.“ By this they mean that any 
ownership system that can develop productivity is accept- 
able. Actually, historical practice shows that for large-scale 
production, only a socialist ownership system can eman- 
cipate and develop productivity. As the scale of production 
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expands steadily, the socialized large-scale production that 
has developed under capitalism has become increasingly 
incompatible with capitalist ownership of the means of 
production. As Engels said: ’This form of production 
increasingly forces people to convert enormous amount of 
socialized means of production into state-owned assets.“ 
(Complete Works of Marx and Engels, Vol 20, p 305). 
Moreover, although monopolistic state-owned firms have 
concentrated the means of production, this is nothing 
more than collective capitalism. It does not fundamentally 
change the private ownership nature of capitalism, nor 
does it solve the basic contradictions in capitalism. 


Comrade Deng Xiaoping said, “Public ownership 
includes both ownership by the whole people and collec- 
tive ownership.” (Selected Works of Deng Xiaoping, Vol 
3, p 138). So long as the state exists, socialist ownership 
by the people is socialist state-ownership. A socialist 
state represents the whole people. 


Some suppose that ownership by the people and collec- 
tive ownership are Stalinist socialist forms suited to a 
highly-centralized planned economic system, but that 
the socialist market economic system that we are estab- 
lishing must fundamentally reform the old traditional 
system. Therefore, the traditional form of public owner- 
ship, particularly ownership by the whole people, must 
be basically transformed. 


We believe that socialist ownership in the form of owner- 
ship by the whole people is an accurate capsulization of 
Marx’s and Engels’ thinking on future socialist ownership 
forms. It is not something Stalin conjured out of thin air. 
In the “Communist Manifesto,” Marx and Engels said that 
the proletariat will seize state power, and the first thing 
they will do is make the means of production state-owned 
property. This means that “‘the proletariat will use its own 
political rule to seize, step by step, all the capital of the 
bourgeoisie.” They will “convert capital into public prop- 
erty owned by all members of society.” (Selected Works of 
Marx and Engels, Vol 1, pp 272, 266). In Das Kapital, 
Marx said even more explicitly that expropriation of the 
expropriators is “a negation of a negation.” “This negation 
does not consist of the reestablishment of a workers’ 
private ownership system, but rather reestablishment of a 
worker’s individual ownership system based on the 
achievements made during the capitalist era and on the 
coordinated and joint possession of all means of produc- 
tion, including land.” (Marx: Das Kapital, p 826 of Chi- 
nese Social Science Press Chinese language edition of 
French language edition, Vol 1). This means socialist 
ownership. Some believe that the basic form for reestab- 
lishment of a workers’ individual ownership system based 
on the workers’ joint possession of the means of produc- 
tion that Marx proposed is the “workers individual share 
ownership system.” This is a warped interpretation that is 
not consistent with Marx’s original intention. In 
explaining this passage of Marx, Engels said, “The situa- 
tion established through exploitation of the exploiters is 
termed revival of individual ownership based on public 
ownership of land and reliance on the means of production 
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that the workers themselves have produced.” “This means 
that public ownership includes land and other means of 
production; individual ownership includes products, i.e., 
consumer goods.” Marx also envisioned an “association of 
free men,” and he said that all the proaucts of this 
association are social products. Some of these products are 
used again as means of production. This portion still 
belongs to society. Another portion serves as means of 
livelihood for the consumption of association members. 
Therefore, this portion must be divided up among them. 
(Selected Works of Marx and Engels, Vol 3, pp 170-171). 
This clearly explains Marx’s thinking about the “rebuild- 
ing of an individual ownership system” based on workers’ 
joint possession of the means of production, about which 
he spoke. It contains no sense at all of the means of 
production reverting to the ownership of isolated individ- 
uals. Moreover, an “associated social individual owner- 
ship system” not only cannot quantify individual owner- 
ship of material, but also cannot quantify individual 
ownership of value. Quantification of individual owner- 
ship of value is private ownership by individuals rather 
than public ownership. The two cannot be confused. Since 
the “reestablishment of individual ownership” of which 
Marx spoke is founded on workers’ joint possession, it is 
socialist public ownership. Both Marx and Engels said 
clearly that “ownership of the sum total of all productivity 
by individuals in association wipes out private owner- 
ship.” (Complete Works of Marx and Engels, Vol 3, p 77). 
Inasmuch as such socialist public ownership is the joint 
property of all laborers, terming it a system of ownership 
by the whole people is consistent with the original intent of 
Marx and Engels. 


Nor was collective ownership conjured out of thin air by 
Stalin, but rather it is a transitional form that came about 
during the process of the socialist revolution when small 
producers banded together to advance toward socialism. 
In discussing small producers (meaning mostly peasants) 
taking the socialist path, Marx and Engels said, “We 
foresee the inevitable extinction of small-scale peasant 
farms.” However, “we positively cannot use force to 
expropriate the small farmers (either with or without 
payment of compensation).” “Our duty to the small 
farmers is, first, to convert their private production and 
private ownership into cooperatives’ production and own- 
ership. However, this does not mean resort to force, but 
setting an example and providing social assistance for this 
purpose.” (Selected Works of Marx and Engels, Vol 4, p 
310.) This is the historical reason for the public ownership 
theory of collective ownership. Obviously, collective own- 
ership positively is not something that Stalin proposed 
arbitrarily, but rather the result of creative continuation 
and development of Marxism. Comrade Deng Xiaoping 
insists on maintenance of public ownership as the domi- 
nant element in socialism during the initial stage of 
socialism under new historical conditions, and that 
socialist public ownership still includes ownership by the 
whole people and collective ownership. Comrade Xiaoping 
believes that maintenance of public ownership as the 
dominant element of socialism is a basic principle of 
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socialism, and it is also what most fundamentally distin- 
guishes socialism from capitalism. 


Marxism maintains that socialist public ownership is of 
two forms. Ownership by the whole people and collective 
ownership are not on a par. Ownership by the whole people 
holds a commanding position. This principle has been 
written into China’s constitution. Article 7 of the national 
constitution provides that “the state-owned economy is a 
socialist economy under ownership of the whole people. It 
is the dominant force in the national economy.” Collective 
ownership is a transitional phase in the transition to 
complete socialism. But for the dominance of the system of 
ownership by the whole people, the special collective 
interests of the collective ownership system might over- 
whelm the overall interests of the whole society making 
true socialism impossible. In January 1886, Engels said the 
following in a letter to August Bebel: During the transition 
to a completely communist economy, we must adopt 
cooperative production on a large scale as an intermediary 
phase. Marx and I have never had any doubts on this 
point. However, the situation must be handled this way so 
that society (meaning the state, at first) maintains owner- 
ship of the means of production. In this way, the special 
interests of cooperatives will be unable to overwhelm the 
interests of all society. (Complete Works of Marx and 
Engels, Vol 36, pp 416-417). This principle that Engels 
stated is not out of date today. Collapse of the “‘autono- 
mous ownership system” in Yugoslavia attests to this 
point. Because socialist ownership by the whole people is 
the economic foundation for representing and safe- 
guarding all the rights of society as a whole its leading role 
in the economy assures all the rights of the whole people. 
Without the guiding role of ownership by the whole 
people, the country would be made up of individually 
independent and separate special interest groups in which 
each special interest group could demand its own indi- 
vidual special interests be put ahead of the total interests of 
society as a whole. The result would be destruction of the 
unified socialist economic foundation for and the total 
interests of society as a whole. Lenin said, “Typically, our 
state-owned enterprises are thoroughly socialist enter- 
prises.” Only through the guiding role in the socialist 
economy of state-owned enterprises having a system of 
ownership by the whole people can the total interests of all 
society be safeguarded and consolidated; and it is only on 
the basis of socialist overall interests that the relationship 
among the state, collectives, and individuals can be cor- 
rectly handled. It is also only on this basis that exploitation 
can be annihilated and polarization eliminated for the 
realization of distribution accordi.1g to work and realiza- 
tion of a good life for all. 


As was said above, an ideological trend toward privati- 
zation exists today, the central problem in which is that 
it completely repudiates the position and role of a 
state-owned economy under ownership of the whole 
people. Some confuse the substantive difference between 
socialist ownership by the whole people and national 
ownership by the exploiting class in repudiating socialist 
national ownership. Some use the expression “public 
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ownership by some workers is also a form of public 
ownership” as a pretext for advocating ‘multiple 
choices” of public ownership and elimination of state- 
ownership. Others advocate the transformation of state- 
owned enterprises into other than state-owned corporate 
Organizations, such as intermediary financial organs, 
insurance companies, trust and investment companies, 
mutual funds, pension funds, subscription funds, etc. 
Others use the pretext of incompatibility between state 
ownership and a market economy to advocate that state 
ownership be transformed, without exception, to share 
ownership. Others advocate the sale of all state-owned 
enterprises, except for a small number of sole proprietor- 
ships that are allowed to remain. Some advocate selling 
one-fourth of all state-owned enterprises to the staff 
members and workers in those enterprises, one-fourth to 
society as a whole, and one-fourth to various funds. 
Some feel that no matter the system of ownership, it will 
still be state-ownership; thus, the socio-economic system 
will not have been affected. Some suggest that both 
private property and publicly owned property be equally 
sacrosanct. Some are unable to differentiate between 
public ownership by workers and legal ownership by 
exploiters. They term anything in which the assets are 
held jointly by two or more people as being socialist 
public ownership. In the name of clarifying enterprise 
“property rights,” some advocate dividing up enterprise 
“property rights” among individuals. Some even say that 
the capitalist share system is not private ownership but 
ownership by society, etc. Marx and Engels stated repeat- 
edly that when exploiters hold means of production in 
common, such as the share system or the state-owned 
property of the bourgeoisie, “the capitalist character of 
productivity is not eliminated.” (Selected Works of Marx 
and Lenin, Vol 3, p 318). This is nothing more than an 
“association of capitalists” (share corporations), or 
“total capitalists” (capitalist state ownership). The inev- 
itable result of the repudiation of ownership by the whole 
people is to take the privatization road, the conse- 
quences of which are extremely grave. 


Ownership of the means of production and ownership 
rights problems are the essence of all revolutions. Engels 
said that “every revolution that has occurred so far has 
been to protect an ownership system and to oppose 
another ownership system. If they infringe upon another 
form of ownership, they cannot protect this form of 
ownership.” (Complete Works of Marx and Engels, Voi 
21, p 131.) The dominant part in the economic founda- 
tion of socialism, which is ownership by the whole 
people, is the most important part determining the 
character of the socialist system. It is also the part in 
which the superiority of socialism has been revealed 
most prominently since founding of the People’s 
Republic. The current not very good returns of some 
state-owned enterprises are attributable to various 
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regions. During a May 1994 inspection tour of Jiangsu 
Province, Premier Li Peng pointed out: There is full 
reason for believing that if everyone makes an effort, 
large- and medium-sized state-owned concerns can def- 
initely be run well. Some people equate large and 
medium-sized concerns with poor returns. There is no 
basis for this. The present reform of state-owned enter- 
prises in the system of ownership by the whole people is 
reform of the way they operate; it absolutely is not a 
change or abolition of their ownership by the whole 
people and their dominant position in the socialist 
public ownership economic system. Quite the contrary, 
we are trying to establish a modern enterprise system 
that is also a socialist modern enterprise system that is 
distinctively Chinese. This is for the purpose of consol- 
idation, developing, and enhancing state-owned enter- 
prises under ownership of the whole people, particularly 
large and medium-sized enterprises. The key element in 
the establishment of a socialist modern enterprise system 
is establishment of a modern enterprise leadership and 
management system. This means maintenance of the key 
political position of CPC committees in state-owned 
enterprises, maintenance and perfection of the plant 
manager system and the manager assuming full respon- 
sibility, and relying heart and soul on the proletariat. 
Maintenance of ideological and political work is the vital 
principle underlying all economic work. We must also 
assimilate and draw lessons from western management 
experiences that are of benefit to us and explore specific 
approaches as specific circumstances warrant. We must 
not copy mechanically the models of any certain country 
or school of thought in the practice of “system fetishism” 
and the worship of “foreign dogma.” 


China’s state-owned enterprises under ownership of the 
whole people have been established only after toppling 
the “three great mountains of imperialism, feudalism, 
and bureaucratism” and socialist transformation for 
more than 40 years during which the CPC led the 
Chinese people through untold hardships, went through 
22 years of bloody battles, and in which countless 
revolutionary martyrs contributed their lives. They 
made tremendous contributions to the socialist New 
China. State-owned enterprise need reform during this 
new historical period. Without reform, they have no way 
out. However, economic system reform means self- 
perfection of the system of ownership by the whole 
people. It means rejection of the old system, but not 
across-the-board repudiation of the basic economic 
system of ownership by the whole people. This issue has 
a bearing on the fundamental rights and interests of the 
rank and file of working people in China. It is a major 
political issue about how to deal with the results of 
China’s revolution and the building of socialism. It is a 
fundamental organizational issue addressed in China’s 
constitution. We must adopt an extremely serious and 
solemn attitude to deal with it conscientiously. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 














4 ECONOMIC 


National Affairs, Policy 


Analysis of Economic Problems, Policy 
Suggestions 


94CE0726A Beijing JINGJI YU GUANLI 
[RESEARCH, ECONOMICS AND MANAGEMENT] 
in Chinese No 4, 8 Aug 94 pp 1-5 


[Article by Gu Shutang (6253 2579 1016) and Cao 
Xuelin (2580 1331 2651): “Revitalizing State 
Enterprises Essential to Economic Development”’] 


[FBIS Translated Text] I. Overview of Current Macroeco- 
nomic Situation 


1) Summary of Economic Activities Since 1990 


Economic activities are on-going and cyclical. Because of 
these characteristics, many leading economic variables 
(the money supply, for example) are extensively affected 
by the time-lag factor. What is happening in the overall 
economy now is determined to a large extent by what 
happened earlier. To give a correct assessment of the 
current economic situation and accurately project the 
future trends, we must take a quick look back at the 
workings of the economy in the past few years. 


The economy between 1990 and 1993 can be described 
in the following ways: 


a) 1990 was the bust year of the earlier boom-and-bust 
cycle. As a string of stimulatory measures were intro- 
duced and consumption demand gradually rebounded, 
economic growth accelerated steadily, hitting a peak in 
June 1993 (when the gross value of industrial output 
[GVIO] soared 30.2 percent from the same period in the 
preceding year.) The government tightened credit in the 
third quarter of 1993, driving down the growth rate 
rapidly. After credit was eased in September, the growth 
rate rebounded in November. 


b) The overall price level climbed with gathering speed 
each year. In 1993 the overall retail price index rose at a 
double-digit rate to reach 13 percent. It was the direct 
cause of the economic retrenchment policy imposed in 
the third quarter the same year. Moreover, the money 
supply has consistently increased faster than the nominal 
GNP ever since 1990. This shows that overt inflation has 
been accompanied by rising latent inflationary pressures. 


c) With the lone exception of 1991, social commodity 
retail sales have consistently risen at a slightly slower 
pace than nominal GNP each year. In contrast, fixed 
assets investment has been rising significantly faster than 
the nominal GNP. In 1992 and 1993, in particular, fixed 
assets investment outpaced GNP by more than 20 per- 
centage points. This demonstrates that the latest round 
of inflation is mainly driven by investment demand. 
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d) The adjustment of the structure of existing assets has 
been painfully slow throughout this period. As the 
economy slumped in 1990 and 1991, the structure of 
fixed assets investment was relatively sound, only to 
deteriorate again in 1992 and 1993 after the economy 
recovered. 


e) By and large July 1993 was the turning point. Before 
then demand was robust, prices rose smartly, and profits 
were going up steadily. After July 1993, the government 
tightened credit and the economy weakened consider- 
ably. Generally speaking, however, the margin of profit 
was at a consistently low level in all those four years. 


Thus, what 1994 inherited was an economy featuring 
rising commodity prices, an investment explosion, a 
bloated money supply, and a slim margin of profit. This 
situation was bound to impact the economy in 1994 in 
many negative ways. 


2) Basic Macroeconomic Situation and Major Problems 
in the First Quarter of 1994 


The government took a string of macroeconomic regula- 
tory and control measures in the third quarter of last year 
to cool the economy. Be that as it may, the national 
economy retained a strong growth momentum this year. 
The persistent overheating of the economy has com- 
bined with the aftermath of last year’s tight-credit policy 
to exacerbate a range of contradictions, which have been 
building up over the years, to the point that they now 
seem to be getting out of hand. The most glaring signs: 


a) Soaring prices. Consumer prices continued to rise 
steeply on top of the sharp increase last quarter. Con- 
sumer goods prices in the 35 large and mid-sized cities 
shot up 24.6 percent compared with the same period last 
year. In January and February, in particular, prices 
skyrocketed with an unprecedented force, up 3.8 percent 
and 4 percent from the preceding months, respectively. 
While inflation slackened off slightly in March, 
increasing a mere 0.9 percent from February, the slow- 
down was a direct result of the administrative measures 
taken by governments at all levels to tighten control and 
can hardly be credited to indirect macroeconomic regu- 
lation and control. 


b) Enterprises experienced fund shortages and there was 
a marked decline in overall profitability. Owing to the 
excessive expansion of the scale of fixed assets invest- 
ment in 1993, a lot of funds were not delivered as 
promised and there were extensive cost overruns. A large 
amount of working capital was tied up. Working capital 
loans as a percentage of all new loans fell significantly in 
1994 compared with the past few years. Furthermore, 
the production-sales ratio slipped and inventories rose. 
Right now enterprises are strapped for working funds 
and many owe one another money. These problems have 
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gotten bad enough to affect normal enterprise produc- 
tion. Take Liaoning Province, for instance. Enterprises 
in the province owed others and were owed a total of 60 
billion yuan in May, more than double the amount of 
debts that existed before the previous drive to clear up 
the “triangle of debts.” The level of profitability of 
enterprises is another cause for concern. According to 
statistics, of the nation’s 372,000 industrial enterprises 
at the village level and above which practice independent 
accounting, 86,000, or 23.2 percent, were losing money 
at the end of February. Among non-state enterprises, 
money-losers made up 19.1 percent. 


c) The scale of fixed assets investment remains excessive. 
Fixed assets investment has continued to grow overly 
rapidly since the beginning of the year. In the first 
quarter, investment by state units rose 36.2 percent over 
the same period in 1993, which had already experienced 
a whopping 70.7 percent jump over the corresponding 
period a year ago. Concomitantly, the amount of loans 
made also increased appreciably. 


d) Some state enterprises are battling for survival and 
devclopment amid mounting problems. Based on cur- 
rent prices, the nation’s GVIO rose 18.6 percent in the 
first quarter from the level a year ago. However, the 
growth rate of state industry was a mere 2.2 percent, 
even falling into negative territory in some provinces 
and municipalities. In the same period, in contrast, 
non-state industry expanded 42.5 percent. As a result, 
state industrial enterprises, which accounted for 48 per- 
cent of GVIO, contributed a mere 6.5 percent to the 
increase in industrial output value, whereas non-state 
industrial enterprises, which accounted for 52 percent of 
the GVIO, contributed 93.5 percent. Judging from these 
two gaps—48 to 52 and 6.5 percent to 93.5 percent, it is 
easy to see why state enterprises are facing daunting 
problems. 


e) Unprofitability became a serious problem among state 
enterprises in the first quarter in terms of both the 
amount of losses and the percentage of money-losing 
enterprises. Losing money in a big way, more and more 
enterprises have failed to pay their workers wages and 
welfare subsidies on time. The employees of enterprises 
which have suspended operations in whole or in part 
were sent home, thus driving up the urban unemploy- 
ment rate and creating a powerful destabilizing element 
in society. 


There is an unusual problem in economic life today 
which needs to be properly explained. Given the coex- 
istence at the present stage of high inflation and rising 
unemployment, can we therefore conclude that the Chi- 
nese economy is in a state of “stagflation?” Not for the 
moment, in our opinion. Let us look at the theory. 
According to research done by Milton Friedman, when 
the government introduces belt-tightening policies in 
order to check inflation, the first things to be affected are 
output (including a drop in the growth rate) and unem- 
ployment. A period of time must pass before prices feel 
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the impact. On a practical level, to tight double-digit 
inflation in 1988, the government adopted severely 
deflationary measures beginning in the fourth quarter. 
But what happened? The rate of inflation was 17.8 
percent in 1989, a mere 0.8 percentage points from the 
18.5 percent of 1988, a decrease of just 4.3 percent. 
During the same period, the urban unemployed popula- 
tion jumped 28 percent, from 2,960,000 in 1988 to 
3,780,000 in 1989, correspondingly pushing up the 
unemployment rate from a low of 2 percent in the 
previous 5 years to 2.6 percent. Here theory and practice 
are in line with each other. On that basis, we can say the 
Chinese economy right now may well be in that special 
transitional phase when production is beginning to falter 
while inflation has yet to be brought under effective 
control. It is essentially different from the stagflation in 
the West. 


II. Choosing Macroeconomic Policies 


There are four major problems in economic life today, 
namely inflation, enterprise fund shortages and 
declining profits, the excessive scale of investment, and 
troubled state enterprises. Basically we know what policy 
choices to make to deal with the first three problems 
even though their actual implementation may run into 
some practical difficulties. To hold down prices, pare the 
scale of investment (because the latest round of inflation 
is primarily investment demand-driven.) To pare the 
scale of investment, cut back on the number of capital 
construction loans. To ease enterprise fund shortages 
and help their level of profitability rebound, inject 
working funds into the economy and introduce an 
expansionary macroeconomic policy. 


However, different facets of economic life do not exist in 
isolation from one another. Instead they are interrelated 
and interact with one another. In choosing a macroeco- 
nomic policy, we cannot take a simplistic ‘“‘treat- 
the-head-when-the-head-aches-treat-the-foot- 
when-the-foot-hurts” approach. If we consider the three 
problems together and put them in the real-world eco- 
nomic context, choosing a macroeconomic policy 
becomes an extraordinarily difficult and complicated 
task. From the perspective of fighting inflation, we need 
to adopt a deflationary macroeconomic policy. But if our 
goal is to revitalize enterprises and raise the margin of 
profit, what we need is a stimulatory macroeconomic 
policy. Clearly, the two are mutually exclusive and it is 
impossible to meet both objectives at the same time. 


Taking both stability and development into consider- 
ation, no doubt, should be the basic principle of macro- 
economic regulation and control. Proceeding from this 
principle and working within the objective economic 
situation existing at present, we believe macroeconomic 
regulation and control should concentrate on the fol- 


lowing aspects: 


1) Take effective measures to bring worsening inflation 
under control. By now high inflation has gone on long 
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enough to exceed the tolerance limit of a large number of 
people, constituting a powerful destabilizing element. If 
it is allowed to continue, it may lead to severe social 
unrest. With that in mind, the government should work 
extra hard to limit the amount of money put into 
circulation and trim the scale of investment in order to 
rein in inflation gradually. Realistically speaking, how- 
ever, since the money supply was consistently over- 
expanded during the past few years, enormous infla- 
tionary pressures have already built up in the economy, 
waiting to be released. Thus we cannot reasonably expect 
inflation to drop significantly in 1994 compared with the 
year before. We must be mentally prepared for this and 
do a good job in mass work, at the same time adopting a 
number of appropriate remedial measures. 


2) Deflate the economy to the right extent. Obviously the 
expansionary macroeconomic policy is no longer sus- 
tainable. However, considering the gross imbalances in 
China’s industrial structure, excessive retrenchment will 
do just as much harm. It is conceivable that an overly 
deflationary policy will directly lead to the aggregate 
supply dropping to the level of industries making goods 
in short supply, which is bound to cause some enterprises 
in those industries whose output is not moving on the 
market to operate under capacity and suffer mounting 
losses. To bail out these unprofitable enterprises, in turn, 
the government has no choice but to give them loans and 
subsidies, which may cover their losses but cannot create 
effective supply. In the short haul, the economy will find 
itself in a severe bind; in the long run, there will be a new 
round of inflation because of the over-expansion of the 
money supply. In 1988 the government put the brakes on 
the economy sharply, leading to the economic downturn 
of 1990 and 1991. Subsequently, the government intro- 
duced a series of stimulatory measures which in turn 
gave rise to the inflation of 1993. This is a lesson we 
should commit to memory. In short, the practice of 
inflating the economy out of recession has nothing to 
recommend itself and hardly generates real payoffs. On 
the other hand, with inflation being a fait accompli, we 
cannot fight it guided simplistically by subjective wishes 
or be impatient for success. Instead we should proceed in 
an orderly and incremental manner and work to solve 
the problem over time. 


3) The principal objective of a macroeconomic policy is 
to keep the economic growth rate within reasonable 
limits. The economic growth rate is not some target that 
can be manipulated arbitrarily by subjective wishes. 
Instead it is determined objectively by such factors as the 
savings rate, capital-output coefficient, and technolog- 
ical advance. By pumping more money into circulation 
and stimulating the economy, the government may be 
able to achieve its target in the short run. In the long 
haul, however, such a move is no different from trying to 
help the shoots grow by pulling them upward. Decades of 
experience prove that a “boom”” is inevitably followed by 
a “bust,” ultimately slowing the rate of growth and 
wasting resources in a big way. For the sake of long-term 
steady development, a basic goal of any macroeconomic 
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policy in the future must be to keep economic growth 
within reasonable limits. If we truly succeed in estab- 
lishing this notion as our guiding thought, we will be in a 
better position to apply a variety of microeconomic 
regulatory tools more often and more expeditiously to 
effectively avoid sharp policy reversals and the boom- 
and-bust cycle such reversals engender. 


4) Considering the fact that the latest round of inflation 
is basically investment demand-driven, and investment 
demand is mainly sustained by credit, the thrust of 
macroeconomic regulation and control should be to limit 
credit and trim the scale of investment. 


5) In the course of belt-tightening, we will necessarily run 
into some problems (falling profits and rising unemploy- 
ment, for instance). They are no cause for panic, how- 
ever. The main thing is to keep them under the tolerance 
threshold. 


To present the above points in a more concrete way: The 
basic orientation of China’s macroeconomic policy in 
1994 is to “limit total investment, keep the economy 
growing at an appropriate rate, and concentrate on 
adjusting the structure.” Its implications are explained 
as follows: 


First of all, the excessive growth momentum of fixed 
assets investment must be checked. Inflation will remain 
entrenched in the economy for some time to come. On 
the other hand, excessive retrenchment will lead to the 
large-scale idling of production capacity and swollen 
inventories. With these two considerations in mind, we 
think the scale of fixed assets investment in 1994 should 
more or less keep pace with the nominal GNP. Suppose 
the rate of inflation is about 10 percent and the actual 
growth rate of the GNP is also 10 percent. Then fixed 
assets investment should increase no more than 20 
percent or so. (The target for 1993 was 50.6 percent). 
Fixed assets investment by state units rose 36.2 percent 
in the first quarter of this year compared with the same 
period last year, which itself experienced a hefty 70.7 
percent jump over the same period in 1992. Accordingly, 
the task of holding down the scale of fixed assets invest- 
ment remains an arduous one. 


Second, the government must take the initiative to raise 
interest rates on loans and put an end to the anomaly of 
borrowers paying negative interest rates on their loans. 
For one thing, this will dampen the demand for loans. 
For another, it will protect the legitimate interests of a 
vast number of depositors, stabilize savings, and prevent 
large-scale runs on banks and panic withdrawals. In the 
first quarter of 1993, the demand for upscale consumer 
goods shot up and savings deposits briefly fell. Toward 
the end of the year, there was panic purchasing of daily 
necessities. These are all danger signals that must be 
taken seriously. 


Third, we should make structural adjustment a priority 
of our work in 1994 and for some time beyond that. 
Specifically this entails: a) maintaining a proper ratio 
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between fixed assets loans and working capital loans. 
Strictly prohibit the misuse of working capital as fixed 
assets investment so as to ensure the normal functioning 
of existing production capacity; b) in fixed assets invest- 
ment, giving preferential treatment to industries whose 
products are in short supply and to technological trans- 
formation. At a time when the market mechanism is still 
incapable of doing so it is imperative that the govern- 
ment take administrative measures to achieve that goal. 
The reason is that while the harm done by administrative 
intervention is typically short-term and limited in scope, 
the insidious consequences of structural imbalance are 
long-lasting and all-embracing. Choose the lesser evil; c) 
going all out to develop foreign-exchange-earning export- 
oriented industries. Developing such industries not only 
will help open up the international market but will also 
set the stage for the importation of goods which China 
cannot make enough of, thereby gradually eliminating 
the “bottlenecks” in China’s economy. 


The preceding discussion on the choice of a macroeco- 
nomic policy, it must be pointed out, basically has not 
touched upon the system. This does not mean that 
institutional factors can be ignored or are unimportant. 
In fact, at a deeper level the existing variety of economic 
problems and contradictions are directly related to insti- 
tutiona! irrationalities. For instance, the low level of 
macroeconomic profit can be directly traced to the 
inefficiency of enterprises, which, in turn, has a lot to do 
with the irrationalities in the microeconomic manage- 
ment system. The investment explosion is caused by 
irrationalities in the financial system as well as the lack 
of self-discipline on the part of enterprises. Structural 
imbalances are a function of price distortions in addition 
to irrational enterprise behavior, and so on and so forth. 
Accordingly, we need to regulate and control the macro- 
economy properly and, even more important, deepen 
reform in order to solve the economic problems and 
contradictions facing us now. 


Ill. How To Revitalize State Enterprises 


That state enterprises are not as dynamic as they should 
is a stubborn longstanding problem. During the latest 
round of economic expansion, the state economy was the 
last to rebound and the first to lose steam, again exposing 
the severe deficiency in its capacity for survival and 
growth. 


It has been pointed out numerous times that the first to 
blame for the plight of state enterprises is the system. 
Specifically this means that: 


1) The property rights system is irrational. There is no 
one owner, so nobody exists to be truly involved in the 
protection and effective utilization of state properties 
and really works to increase their value as demonstrated 
powerfully by the extensive losses of state properties 
since reform went under way. According to estimates, a 
total of 500 billion yuan in state properties were lost 
between 1982 and 1992, or 140 million yuan each day. 
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2) Enterprises, particularly large and mid-sized enter- 
prises, are still severely hamstrung in thei: daily opera- 
tions. Their decision-making authority is not fully real- 
ized so that they do not have a free hand in market 
competition. 


3) Enterprises eat off the big rice pot of the state. Freed 
from the worry of bankruptcy, enterprises largely lack 
the drive to accumulate. Divvying up profits and frit- 
tering away funds are a growing phenomenon. 


4) Time-limit responsibility systems (including the con- 
tract system) in all shapes and forms have given enter- 
prises a bad case of myopia in their investment decision- 
making and behavior. Enterprises find themselves in a 
tight corner every time there is a major shift in the 
market environment. 


In view of the situation described above, any drive to 
revitalize state enterprises obviously must begin by deep- 
ening reform. Specific measures include establishing a 
modern property rights system, developing property 
rights trading, separating government functions, and 
protecting enterprises’ legitimate rights and interests. 
Since this topic has been analyzed in depth by the 
theoretical community, we will not go over it again. In 
response to the glaring unemployment problem in China 
and the heavy losses suffered by state enterprises, we 
propose the concept of “optimum bankruptcy” here. 
Under so-called “optimum bankruptcy,” money-losing 
enterprises are grouped into different levels openly and 
unambiguously based on the overall profitability of state 
enterprises and the needs of the adjustment of the 
industrial structure. Enterprises at the lowest level are 
the first to be allowed to go bankrupt, followed by 
enterprises at the next level up according to a set 
timetable. The gradual elimination of unsalvageable 
enterprises, as well as backward unprofitable enterprises 
which society does not need, can directly raise the overall 
level of profitability and ease the subsidy burden on the 
national coffers, on the one hand, and avoid the major 
social upheaval that may occur when a large number of 
enterprises go bankrupt within a short period of time, on 
the other. Moreover, it will put powerful pressure on 
unprofitable enterprises to improve their management 
and operations, cut losses, and turn red ink into profits. 
Certainly whether we adopt a bankruptcy system or 
introduce “optimum bankruptcy,” some people will lose 
their jobs temporarily. For this reason, it must be accom- 
panied by a corresponding unemployment relief system. 


Excessive burden is another reason why state enterprises 
are in such a mess today. To begin with, the tax and 
profit burden on state enterprises is significantly heavier 
than that on non-state enterprises. According to 1992 
statistics, state industrial enterprises accounted for 59 
percent of the output of all industrial enterprises in the 
nation at the village level and above, 69.4 percent of 
profits and taxes realized, and 76.8 percent of profits and 
taxes turned over to the state. The corresponding figures 
for non-state industrial enterprises were 41 percent, 30.6 
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percent, and 23.2 percent, respectively. Thus the taxes 
and profits realized for every unit of output value in state 
industry was 1.38 time that of the non-state industry. 
Meanwhile, state industry turned over proportionately 
2.3 times more taxes and profits than non-state industry. 
There are institutional factors for the excessive tax and 
profit burden on state enterprises. But it also is directly 
related to the existing problems in our guiding thought. 
As an owner, the government no doubt has a rightful 
claim to and exercises control over the profits of state 
enterprises. As an owner, however, it also is obligated to 
invest in state enterprises without compensation. Clearly 
we have totally ignored the latter obligation even as we 
emphasized the former endlessly since reform began. 
Such asymmetry in the interest relationship between the 
government and state enterprises cannot but seriously 
damage the latter’s capacity for existence and develop- 
ment. In particular, it puts state enterprises at a grave 
disadvantage in the latter’s competition with enterprises 
from other economies. 


Next, state enterprises have taken on too many social 
responsibilities. For instance, there are now about 30 
million idle redundant workers in state enterprises. This 
alone deprives state enterprises of 60 bil'ion yuan in 
profits each year. If we include other commitments (such 
as wages and benefits for retired personnel and a host of 
social apportionments), we can see the magnitude of the 
erosion in state enterprise profits. It can thus be seen that 
the burden on state enterprises must be lessened if they 
are to be revitalized. Specific measures include: 


1) Adjust and work out the interest relations between 
government and enterprises. To balance its responsibil- 
ities with its rights as an owner, the government should 
spend without compensation most of the incomes 
derived from the assets of state enterprises on the 
technological transformation and expanded reproduc- 
tion of existing state enterprises. This kind of investment 
without compensation is not the same as simply 
returning profits to the original enterprises. Instead, it 
means the government carrying out sound transfer and 
redistribution within the state economy in accordance 
with the principle of profit maximization. Correspond- 
ingly, enterprises which receive uncompensated invest- 
ment by the government must undertake more profit 
responsibilities. 


2) Because they offer society-wide services and often 
operate at a small profit or even loss, basic industries like 
energy and transportation resemble “public utilities” to 
a large extent. For this reason, their funding sources 
should consist mostly of tax revenue and loans. 


3) Accelerate the establishment of a retirement security 
system and medical insurance system. That way the 
enterprises’ assorted social burdens can gradually be 
shifted onto individuals and society. 


4) Expand the decision-making authority of state enter- 
prises in hiring and employment. Allow them to cut 
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personnel on their own instead of limiting dismissal to 
people who have broken the law or violated labor disci- 
pline. 


The plight of state enterprises is also directly related to 
the tendency among enterprises from other economies to 
use illegitimate methods of competition to corner the 
market. Accordingly, we must aggressively tackle the 
improvement of market laws and regulations and the 
rectification of the market order. 


The troubles of state enterprises, it must be realized, 
were years in the making, so we cannot expect to 
eradicate them overnight. Instead, a protracted struggle 
is needed. Regarding the special difficulties facing state 
enterprises in the current belt-tightening period, the 
government may consider taking a number of appro- 
priate preferential measures, such as letting them borrow 
on favorable terms to tide them over this difficult phase. 
Ultimately, though, their future lies in structural reform 
and a lesser burden. 


(Professor Gu Shutang is director of the Economic 
Studies Institute, Nankai University. Cao Xuelin is a 
doctoral candidate at the same institute.) 


(Responsible editor: Qing Min [7230 3046}) 
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[Article by Han Wenxiu (7281 2429 4423): “Control 
Inflation and Maintain Economic Growth’) 


[Text] 1. Basic Assessment of Current Inflation 


Inflation has continued to climb this year after rising 
sharply last year. Between January and June the nation’s 
commodity retail price index rose 19.8 percent over the 
same period last year and the consumer price index 
soared 21 percent. Inflation has now become one of the 
most conspicuous problems in economic life today. 
Meanwhile, the capital goods price index was up less 
than 2 percent compared with the same period a year 
ago. The capital goods price index is more consistent 
with the situation in industry and investment. 


If you look at price increases by product, the retail prices 
of food, mainly grains, have risen more rapidly, notably 
bumping up the overall retail price index. This charac- 
teristic is common to both this year and last. Between 
January and May, food prices rose 28.8 percent from the 
same period in 1993. Specifically grain prices jumped 
38.9 percent; the prices of meat, eggs, chicken, aquatic 
products, fresh vegetables, and restaurant prices rose 
more than 20 percent; the prices of clothing, footwear, 
articles of daily use, cosmetics, jewelry, fuels, and agri- 
cultural capital goods, up 15 and 20 percent; beverages, 
cigarettes, liquors, textile products, drugs, recreational 
and sporting goods, and domestic electrical appliances, 
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up about 10 percent. The price leader was newspapers, 
magazines, and books, at 34.2 percent. The prices of 
electrical machinery rose the least, at 2.2 percent. To a 
large extent it is the prices of articles of daily use or, 
should we say, food prices. 


The trend has been for the high inflation of the first six 
months of this year to slacken off gradually. In the 
five-month period between January and May, retail 
prices rose 3.5 percent, 3.3 percent, 0.9 percent, 1.3 
percent, and 0.8 percent each month, respectively, from 
the preceding month. We can see that the surge in the 
retail price index began losing steam in February. The 
retail price index for each of the first six months was 19.0 
percent, 20.9 percent, 20.2 percent, 19.5 percent, 18.9 
percent, and 19.8 percent, respectively. In other words, 
the retreat began in March. The accumulative retail price 
index was 19.0 percent, 19.7 percent, 20.1 percent, 20.0 
percent, 19.8 percent, and 19.8 percent, respectively in 
each of ther first 6 months of the year. After climbing 
consecutively for three months, the increase rate shrank 
0.1 percentage point in April. A minuscule number in 
itself, the 0.1 percentage point drop nevertheless marked 
a turning point, a microcosm of the substantial retreat in 
price increases for a host of commodities. According to 
statistics, of the 15 categories of commodities which 
make up the commodity retail price index, there were 
eight categories, namely food (including grains), articles 
of daily use, domestic electrical appliances, jewelry, 
fuels, building and furnishing materials, electrical 
machinery products, and agricultural capital goods, in 
which price increases fell in April compared with March. 
The price index rose for the remaining 7 categories, 
including beverages, cigarettes, and liquors, clothing and 
footwear, textile products, cosmetics, book and maga- 
zines, and recreational and sporting goods. In contrast, 
the price index dropped in only five categories in March 
compared with February while it rose in the other 10 
categories, including food. The number of categories 
where the price index retreated in May compared with 
April rose to 12, while the index increased in just three 
categories: namely beverages, cigarettes, and liquors; 
clothing and footwear; and cosmetics. This shows that a 
slow-down in inflation is the main theme in the price 
situation at the moment. 


Reviewing the inflationary trend for the first few months 
of this year in conjunction with the economic situation 
since last year, we can arrive at these tentative conclu- 
sions: 1) The slight drop in the rate of increase of the 
overall retail price index, apparent since last April, is a 
long-anticipated and significant turning point. It por- 
tends a possible end to the persistent two-year-old trend 
of the retail price index rising month after month. It also 
suggests that while the inflationary situation remains 
grim at the moment, the worst may be behind us. 2) The 
slight drop in the retail price index after a persistent and 
steep increase shows that the anti-inflation macroeco- 
nomic policy has begun to work even though its effects 
remain very modest and have been a long time coming. 
3) Calculations by the authorities concerned show that 
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over half of the inflation this year is a delayed response 
to last year’s factors. “New” inflation makes up just 8 
percentage points. 4) The current macroeconomic situa- 
tion favors the anti-inflationary effort. The overall retail 
price index has begun to level off. A host of major pieces 
of reform has been introduced successfully. Provided we 
do not slacken off in our work and barring any major 
natural disaster, we can be cautiously optimistic about 
the inflationary situation for this year as a whole. 


2. Analysis of Inflationary Trend This Year 


Inflation is the synergistic result of a variety of economic 
factors interacting with one another. These factors can 
be classified as direct or indirect. They impact inflation 
in different ways and to different extents. In analyzing 
and projecting the inflationary trend this year, we focus 
on the direct factors but would also consider indirect 
factors as appropriate as a prerequisite for and backdrop 
of short-term inflationary changes. 


1) Direct causes of inflation 


a) Agricultural products: supply and demand. Judging 
from experience, the sharp increases in commodity 
prices in China can be traced for the most part to the 
agricultural issue, or the supply and demand of agricul- 
tural products. There have been three surges in the retail 
price index—in 1980, 1985, and 1988—relative to the 
preceding year since reform went under way. Every surge 
was accompanied by a negative growth in agricultural 
(meaning crop-growing) output the same year. (There 
have been only three instances of negative growth since 
the 1980’s.) This is no accident. China harvested a 
bumper crop in 1993. There was an ample supply of 
agricultural products nationwide for the entire year and 
in terms of the total ume as well. The sharp rise in 
grain prices that year was a direct result of the glaring 
imbalances in the regional (north versus the south) 
distribution of grain supply and demand and in the mix 
of crops at a time when grain prices had basically been 
decontrolled. Grain prices soared in the south, pushing 
up grain prices nationwide. In the final analysis, it was a 
supply-demand issue. One thing we have learned from 
experience is that when grain prices go up, so do a 
hundred other prices. In 1993, the retail prices of grain 
and food rose 27.7 percent and 14.3 percent, respec- 
tively, far higher than clothing (6.2 percent), articles of 
daily use (7.9 percent), recreational and sporting goods 
(1.6 percent), books, newspapers, and magazines (7.1 
percent) and drugs and other health care products (9.2 
percent), and constituted the principal driving force 
behind the sharp increase in the overall retail price index 
last year. This year grain prices have risen more slowly, 
partly in response to the government’s regulatory and 
control measures aimed at closing the supply gap but also 
because of mandatory controls (for instance, price con- 
trols), which explains why for a time there were no 
buyers even though the merchandise was available. It is 
now clear that the summer crop is going to exceed early 
projections and the supply of fresh vegetables and other 
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non-staple food is also entering the peak season. It is 
foreseeable that the moderating trend in the increase in 
the prices of grains and other agriculiural products will 
continue to take hold in the near future, a key basis for 
and guarantee of reining in the overall price index. 
Having said that, recent flooding in the south and the 
drought in the north may tighten the supply and demand 
of agricultural products and jeopardize the price situa- 
tion for the year as a whole. They also may have a 
substantial impact on the supply and demand of agricul- 
tural products and price situation in the short haul. 


b) The growth in consumption demand. An excess of 
demand over supply is not the only thing that will drive 
up prices on the consumer goods market. A sustained 
and rapid increase in consumption demand will have the 
same effect even if there is an essential balance between 
supply and demand. The retail price index peaked in 
1980, 1985, and 1988, the very same years when total 
social commodity retail sales hit a high. Last year the 
total social commodity retail sales increased 23.6 percent 
and the retail price index jumped 13.2 percent, each 
figure representing a five-year high. Total social com- 
modity retail sales increased 25.6 percent between Jan- 
uary and June this year, higher than the rate of increase 
for the same period last year and for all of 1993. The 
same is true for the retail price index. Adjusted for 
inflation, however, total social commodity retail sales 
did not increase all that much, rising a mere 9 percent 
last year and about 4.8 percent between January and 
June this year. There is an explanation for this anomaly. 
To ensure a real and substantial gain in their consump- 
tion level or at least to make sure their consumption level 
does not drop, people accept high prices, and therefore 
inflation, through their actual purchasing behavior. This 
is essentially different from an explosion in consumption 
demand on the part of members of the public or the 
under-supply of consumer goods. The upshot is that 
while total socia! commodity retail sales register a sharp 
jump (in constant prices), the increase in the actual 
volume of sales may be quite modest. Consumer goods 
retail sales rose 25.9 percent last February compared 
with the month ago. The corresponding figures for 
March, April, May, and June were 23.9 percent, 24.3 
percent, 26.1 percent, and 27.4 percent, respectively. 
Since the actual increase rate of commodity retail sales 
in the first half of this year has been on the low side, it 
may rebound in the next few months. On the whole, 
however, the demand for consumer goods is expected to 
continue its present path of modest growth in the 
absence of remarkable changes in the household con- 
sumption pattern and will not play a major role in retail 
price shifts this year. On the other hand, owing to the 
absence of any new hot consumer items, we also should 
be careful to prevent the market from slowing down 
excessively and becoming sluggish. 


c) Increase in household incomes. Income is the basis of 
consumption demand. Not all income becomes 
spending. However, when incomes increase too fast, 
overall public spending power will expand rapidly even 
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if savings remain unchanged and even go up marginally. 
If the supply of consumer goods on the market fails to 
keep up with demand, excessively rapid income growth 
will then ultimately lead to inflation. Even if supply and 
demand are basically in line with each other, the infla- 
tionary trend caused by other factors may materialize 
more readily because of excessive income growth. The 
retail price index peaked in 1980, 1985, and 1988. In 
those three, years bank wages and other payments to 
individuals rose 22.9 percent, 26.2 percent, and 30.3 
percent, respectively, all higher than rates of increase in 
the years before and after. In 1993 wages and other cash 
payments to individuals rose 30.3 percent on top of the 
25.5 percent increase in the preceding year, a unique 
event in the reform era. As a result, inflation hit a high of 
13.2 percent between January and June this year and 
wage payments by banks rose 37.5 percent over the same 
period last year, higher than the rate of increase in the 
same period last year and that for all 1993. This is 
consistent with the retail price situation. Wage expendi- 
tures were up 44.3 percent in February from January. 
The corresponding figures for March, April, May, and 
June were 30.3 percent, 30.3 percent, 37.7 percent, and 
37.6 percent, respectively. At present wage expenditures 
are still racing ahead and the increases rate of consump- 
tion funds tops 30 percent. This creates enormous infla- 
tionary pressure in any nation. 


d) Reform and planned price adjustments. More 
progress was made in price reform last year than in any 
other period in the last decade. Decontrol was the 
keynote, supplemented by adjustment. Bold moves were 
made both in price decontrol and in price adjustment. 
The upward adjustment of the prices of daily necessities 
inevitably and instantly jacks up the price index. Decon- 
trolling these prices amounts to removing the fences 
containing inflation at a time of economic overheating. 
Certainly both price reform and the price it exacts are 
necessary. What we should realize is that as far as 
introducing the market mechanism is concerned, price 
reform in China today is nearing completion. In terms of 
establishing a macroregulatory and control mechanism 
for prices, however, price reform is still in its infancy. 
Several adjustments are slated to be introduced this year. 
Their combined effect on the overall retail price index 
cannot be under-estimated. In addition, several major 
reform measures that have been unveiled, including tax 
reform and the abolition of the dual-track exchange rate 
system, will also directly or indirectly affect the price 
index this year. Nevertheless, their impact is basically a 
fixed quantity, not a variable, and therefore is not 
expansionary. 


e) The delayed effects of the earlier round of price 
increases. In the same way that the high inflation of 1988 
clearly caused inflation to remain stubbornly high in 
1989, the sharp rise in prices last year is bound to make 
it harder to tame inflation this year. However, simple 
“delayed” effects have only statistical significance. 
According to calculations by the authorities concerned, 
the delayed effect on the retail price index was 12 
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percentage points, or 60 percent, in the first quarter this 
year. The new increase was 8 percentage points, or 40 
percent. But since people were used to the former, it is 
the latter that had a psychological impact. This explains 
why public reaction to inflation in the first quarter was 
calmer and less emotional than last year when the 
nominal retail price index was even higher. The delayed 
effect for the entire year is expected to be about 5 
percentage points, statistically unremovable. 


f) Government adjustment of price movements. Now 
that prices have essentially been deregulated, price 
movements are mainly determined by market supply 
and demand. Because of the workings of the market 
mechanism, minor movements occur frequently, which 
is normal and typically does not warrant government 
intervention. Only in times of sharp price fluctuations or 
high inflation should the government step forward to 
impose macroeconomic regulatory and control mea- 
sures. On those occasions price regulation and control 
should take the following two forms or be realized 
through the following two ways. First, intervene at the 
supply and demand end to moderate wild price swings. 
Second, prohibit arbitrary price increases, monopolistic 
behavior, and other activities that seek to control or 
manipulate the market. Preserve a market environment 
for fair competition. Protect consumers’ interests. On 
the whole the government did take a number of major 
steps, with some success, to regulate and control prices 
last year. But there is still considvrable room for 
improvement, primarily in these areas: 1) When the 
prices of key commodities like grains are rising rapidly, 
the government pins its hopes for holding down prices 
on the state commercial enterprises involved. Out of 
self-interest, however, many state commercial enter- 
prises actually act in ways that run counter to govern- 
ment intent, which has rendered the implementation of 
macroeconomic regulatory and control policies ineffec- 
tual. 2) Orders have been issued prohibiting monopo- 
listic behavior and other activities to control or manip- 
ulate the market and engage in illegitimate competition, 
but such activities have not been stopped. The prices of 
many commodities continue to go through the roof, far 
above the level determined by market supply and 
demand. 3) Administrative methods like price controls 
have been revived but with rather unsatisfactory results. 
In the case of some commodities, the merchandise is 
available but there are no buyers. While efforts have 
been made to ease these problems this year, a powerful 
and effective mechanism to regulate and control prices is 
not likely to be hammered out any time soon. Accord- 
ingly, people will continue to jack up prices on their own 
on a large scale. This is different from the situation in the 
1980’s. 


2) Indirect (Delayed) Causes of Inflation 


a) Economic growth. Economic growth does not neces- 
sarily give rise to inflation, as proven by the experience 
of many netions. In China, the relationship between 
these variables is characterized by the fact that inflation 
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is often the delayed outcome of economic growth. The 
economic growth rate topped 10 percent in 1984-85, 
1987-88, and 1992-93. During each two-year period, the 
economic growth rate changed little from one year to the 
next, yet the price level varied sharply. The GNP grew 
14.7 percent and 12.8 percent in 1984 and 1985, respec- 
tively, a difference of just 1.9 percentage pints. However, 
there was a 6 percentage point-gap between the retail 
price index in 1984, which was 2.8 percent, and in 1985, 
at 8.8 percent. The GNP grew 10.9 percent and 11.3 
percent in 1987 and 1988, respectively, a difference of a 
mere 0.4 percentage point. The retail price level for those 
two years was 7.3 percent and 18.5 percent, respectively, 
a difference of 11.2 percentage points. The GNF grew 
13.0 percent and 13.4 percent in 1992 and 1993, respec- 
tively, a difference of a mere 0.4 percentage points. The 
retail price level for those two years was 5.4 percent and 
13.2 percent, respectively, a difference of 7.8 percentage 
points. After two years of fast growth in each case, that 
is, in 1986 and 1989, the GNP growth slowed markedly 
(down 4.7 percent and 6.9 percentage points, respec- 
tively, from the preceding year), yet the retail price index 
eased just marginally (down 2.8 and 0.7 percentage 
points, respectively, from the preceding year.) This year 
too was preceded by two consecutive years of robust 
economic growth. Our experience is that if the GNP 
growth is sharply down from the year before, say under 
10 percent, then the retail price index may be marginally 
lower than that of the previous year. If the GNP growth 
rate is just a little off, there is a possibility the retail price 
index remains the same as the year before or even 
exceeds it. Judging from the current situation, the latter 
scenario is a more likely prospect. Certainly inflation 
today is different from that of the past. We cannot 
simply extrapolate from the past to predict the infla- 
tionary outlook this year. 


b) A growing money supply. When all is said and done, 
inflation is a monetary phenomenon. Past experience 
points to some sort of consistency between the retail 
price index and changes in the money supply, but there is 
no direct match between the two variables in terms of 
time or magnitude. Rather we should say there is a 
one-year lag before an expanding money supply trans- 
lates into inflation. In 1984, for instance, MO [expansion 
unknown] increased by almost 50 percent, yet the retail 
price index for that same year was a mere 2.8 percent. In 
1985 the growth rate of MO had dropped to 24.7 percent, 
yet the retail price index approached 8.8 percent. In 1988 
the expansion of MO (46.7 percent) and the increase in 
the retail price index (18.5 percent) were in line with 
each other and had a delayed effect on inflation a year 
later. The MO grew at a robust 36 percent in both 1992 
and 1993. It can be said that the strong expansion of MO 
in 1992 (15 percentage points faster than the year before) 
contributed notably to the soaring prices of 1993. The 
difference this time is that instead of shrinking signifi- 
cantly, as it did in the past, the MO continued to expand 
at a fast pace in 1993 in tandem with the surge in prices. 
Based on past experience, the retail price index this year 
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will continue to feel the impact of a rapid expansion in 
the MO last year and by and large remain at an elevated 
level. The net expansion of the money supply accelerated 
late last year. However, the growth rate of MO had 
declined month after month since the beginning of the 
second half of this year, peaking at 54.1 percent in June 
before slipping gradually to 35.3 percent by December. 
In the first five months of this year, MO increased 32.6 
percent, 35.9 percent, 28.0 percent, 23.6 percent, and 
20.7 percent, respectively, reinforcing the downward 
trend. The net withdrawal from circulation was 13.57 
billion yuan, 54.54 billion yuan more than the same 
period of last year. For now the increase rate of MO has 
retreated to a normal range, a trend that is expected to 
continue for some time to come in light of other factors. 
There is reason to believe that the moderation in the 
growth of the money supply has and will continue to 
have a dampening effect on inflation this year. 


c) Fixed assets investment. Investment explosion is a key 
driving force of inflation. The inflation of both 1985 and 
1988 had something to do with the expansion of fixed 
assets investment in those years. Last year’s high infla- 
tion to a large extent was a result of the over-expansion 
of fixed assets investment two years in a row. Fixed 
assets investment has slowed notably since the second 
half of last year. All-society fixed assets investment in the 
first half of this year rose 25.2 percent from the same 
period last year, a sharp drop from last year’s rate. While 
we will unavoidably exceed the fixed assets investment 
plan this year, we can say a substantial drop in the rate of 
investment expansion has now taken hold, which would 
only benefit the drive to bring inflation under control. 
But it should be made clear that changes in the expan- 
sion of fixed assets investment directly influence the 
price index of investment goods and to some extent the 
increase in the incomes of some workers. However, since 
it has no direct causal relationship with the retail price 
index, we cannot expect the sharp drop in fixed assets 
investment to drive down the retail price index in any 
appreciable way. 


d) Inflation is cost-driven. When the prices of primary 
products or upstream products go up, it means higher 
investment and production costs. When wages and 
bonuses increase, it means higher labor costs. When 
the percentage of externally raised funds increases and 
interest rates go up, it makes fund-raising more expen- 
sive. With the abolition of the dual-track exchange rate 
system, it now costs more to import goods. Together 
these things exert a huge inflationary pressure. How- 
ever, whether or not cost-driven pressure is actually 
released and translates into an increase in the price 
index, as well as the magnitude of such increase, 
ultimately depends on the receptiveness of the market 
and that of the buyer. In China, cost-driven pressure 
had been building up for years before an opportunity 
for release finally presented itself last year, an oppor- 
tunity preceded by the basic deregulation of prices, 
economic overheating, the absence for a time of effec- 
tive regulatory and control moves by the government, 
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and the lack of resistance to rising prices on the part of 
the consumer. This year cost-driven pressure remains. 
However, the downturn in the macroeconomy and 
government efforts to improve price regulatory and 
control measures will weaken or neutralize the impact 
of the cost-driven factor on inflation. 


e) Household consumption structure and the income 
gap. The Chinese household consumption pattern is 
characterized by the excessive proportion of consump- 
tion dollars going to basic consumption like food, 
clothing, and articles of daily use. In contrast, long-term 
consumption like housing and service consumption are 
low as a percentage of all consumption. As a result, when 
household incomes go up, it means that a growing 
monetary purchasing power (real or potential) is pent up 
within a limited consumption range, creating the poten- 
tial for price increases. Rising incomes may not sponta- 
neously or directly drive up commodity prices, but once 
there is a propensity for prices to go up because of other 
factors, the presence of sufficient income or monetary 
purchasing power will persuade consumers to accept 
such price increases, thus translating what is a propensity 
into reality. The income gap among households, which 
has been widening by the day, only serves to add fuel to 
the flames of inflation. The reason is this. Today high- 
income people have become a stratum. However, their 
consumption pattern is just as lopsided and their con- 
sumption range is also quite narrow. High-income 
people often readily accept price increases in the field of 
basic consumption without hesitation or thinking, how- 
ever steep the increase and whether or not it is justified. 
After all, these price increases have no substantive 
impact on their income or consumption level. However, 
this kind of consumption and purchasing behavior on 
the part of high-income people unwittingly paves the 
way for broad-based general price increases. The con- 
sumption range will remain narrow and the income gap 
will still be substantial this year and for a good many 
years to come. Therefore, the voluntary or involuntary 
acceptance of inflation will not be totally avoided. 


3) Comprehensive Assessment of Inflationary Trend 
This Year 


Of all the factors influencing price movements this year, 
the most certzin is the delayed effect of price increases 
last year. According to calculations by the departments 
concerned, 5 percentage points can be attributed to price 
increases last year. We cannot wish it out of existence. It 
is destined to be part of the retail price index this year. 
Then there is the impact of tax reform, the abolition of 
the dual-track exchange rate system, and other major 
reforms as well as the impact of planned price adjust- 
ments, which is estimated to exceed 4 percentage points. 
Between them these two items alone will push up retail 
prices for the entire year by close to 10 percentage points. 
How high will the overall retail price index go this year? 
It will depend mainly on the effects of spontaneous price 
increases. The magnitude of the impact of spontaneous 
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price increases is determined by the market supply- 
demand situation, government price regulation and con- 
trol, and other aspects of the macroeconomic situation. 
This year’s summer harvest is better than expected. The 
distribution of grain-harvesting areas is improving. 
These days governments at all levels are paying more 
attention to the production, supply, and price control 
and regulation of grains and agricultural byproducts. It is 
foreseeable that the geographical distribution of farm 
products in terms of both production and supply for all 
1994 will be appreciably better than last year. Even if the 
total output of the leading crops is only marginally 
higher than last year’s or not at all, a basic balance 
between the supply and demand of agricultural products 
will still be achievable. In addition, the prices of grains 
and other agricultural products already hit peak levels 
last year. Thus as far as agricultural products are con- 
cerned, the extent of spontaneous price increases may be 
notably smaller this year than the year before. Further- 
more, there is a guaranteed availability of industrial 
consumer goods. Household consumption will continue 
to grow at an even pace even assuming fairly rapid 
incom: growth. Turning to the macroeconomic climate, 
the growth of the money supply and investment growth 
have retreated or are retreating to normal levels and 
there is the possibility of a continued downturn. It is 
unlikely that consumers will be able to pull together to 
resist inflation on their own. But given the several 
favorable factors mentioned above, spontaneous price 
increases this year should be limited to 5 percent or so 
provided the government acts promptly and effectively 
to regulate and control prices. In other words, it may be 
possible to hold the retail price index at the 13-15 
percent level for the whole year, about the same or a tad 
higher than last year. 


Statistically, the retail price index averaged 19.8 percent 


~ between January and June this year. If its rate of increase 


can drop 2 percentage points each month through the 
end of the year, the retail price index for the year as a 
whole will have risen 12 percent or so. If the experience 
of 1989 is anything to go by, (the retail price index that 
year also began slackening its pace ever so tentatively in 
March), this is doable. Suppose the delayed effect for all 
1994 is 5 percentage points, then the impact of sponta- 
neous price increases and price reform, especially the 
upward adjustment of grain prices, in the second half of 
the year must be limited to just 8 percent on the average 
(that is, the same as in the previous 6 months). It would 
be an uphill battle to pull this off. With hard work, 
however, we should be able to accomplish this objective 
or even do a little better. 


3. Some Lessons and Policy Proposals 


1) To hold inflation at any set level, we must proceed 
from reality and not subjective wishes. The experience of 
1989 is that if the economy is overheated and inflation 
goes through the roof in the first year, inflation will 
remain at a high level because of the time lag and other 
factors even if the government imposes an austere belt- 
tightening policy. The situation this year is similar. 
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When it comes to choosing a policy for the year following 
high inflation, the key is to get a grip on new price-raising 
factors. If our single-minded pursuit of containing infla- 
tion to a level lower than last year results in a sluggish 
economy (as in the case of 1989-19990), we will find that 
the cure is worse than the problem. On the other hand, if 
we manage to limit the new round of inflation to a 
relatively modest level, then the public would still find it 
bearable even if the total inflation rate for the year 
remains fairly high. Moreover, the economy will also be 
able to keep expanding at a necessary rate, which will lay 
a solid foundation for the fight against inflation next 
year. Accordingly, we should distinguish between the 
appearance and reality of inflation and integrate the 
annual anti-inflation policy with long-term economic 
development. 


2) The key to controlling inflation this year is still to 
achieve a basic balance between the total supply and 
demand of agricultural byproducts, in regional structure, 
and in the mix of different crops. First of all, by relying 
primarily on economic tools and not administrative 
orders, local governments at all levels (especially those in 
south China) should work to ensure that the sown area 
reaches a certain size and that total output reaches a 
certain level. Responding to comparative advantage, 
peasants in all provinces and regions in the south have a 
diminished enthusiasm to grow grains. This objective 
fact nonetheless, a way must be found to keep the 
number of acres planted with grains in the south at a set 
minimum level. There may be some unavoidable reduc- 
tions, but they must not affect the national level. Second, 
no time should be wasted in setting up a government 
reserve of grains, non-staple food, and important capital 
goods, and related regulating funds. Put an end to the 
dependency on state enterprises to carry out macroeco- 
nomic regulation and control. Nowadays some state 
enterprises wear two hats; they are in the business of 
buying and selling but they also “regulate and control.” 
This problem must be dealt with. Third, make it clear 
that it is the government’s responsibility to exercise 
macroeconomic regulation and control. Governments at 
all levels must set up a powerful and authoritative 
command system and the pertinent agencies must carry 
out their duties in earnest so that there are funds to 
deploy and materials to use. 


3) Intensify the regulation and control of excessive 
household income growth. On the one hand, strengthen 
the enterprises’ self-restraining mechanism. Regulate 
and control the growth of wages, bonuses, and subsides 
so that income growth is in line with gains in labor 
productivity. On the other hand, improve the collection 
and management of personal income taxes. This is one 
mandatory piece of work that all departments and al! 
units must do well. The units must be made responsible 
for tax collection and management. Money and mate- 
rials come from the units. If the units themselves do not 
handle them properly, tax departments will have a 
difficult time getting a grip on them. When units are 
half-hearted in exercising effective control, their leaders, 
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financial cadres, and others that issue money and mate- 
rials must be dealt with as if they have violated the tax 
code. This is the only way to achieve and tighten the 
after-the-fact regulation of overly rapid personal income 
growth and excessive income gaps. 


4) Pick the right time to introduce planned price adjust- 
ments. When the overall price index is high and the 
public’s tolerance threshold is low, avoid pouring oil on 
the fire at all costs. Otherwise inflation may “take off” 
again even before it has landed. 


5) Strive to keep the growth of the money supply at a 
reasonable rate. In our experience, a proper rate of 
expansion for the MO in China is 25 percent or so. By 
this standard, money supply growth is now on track and 
our main job in the future is to maintain the current 
momentum. At the same time, we must realize that the 
money supply is beyond our control to a large extent; at 
least direct control is very difficult. To make sure cash is 
available to procure agricultural products and that we 
don’t have to resort to IOU’s, cash spending will neces- 
sarily go up. The issue of wage payments in cash is not 
subject to bank control. The rate of public savings 
depends on interest rates, the existence or otherwise of 
other investment opportunities, and inflationary expec- 
tations. The withdrawal of commodities from circulation 
depends on market sales. Even so it is not true that there 
is nothing government can do to control the money 
supply. Instead we can work on several fronts. In partic- 
ular, we can proceed from the economic, not monetary, 
angle and take comprehensive measures to help deter- 
mine the growth of the money supply. 


6) Keep national economic growth and investment 
growth at a more reasonable level. By reasonable growth, 
we mean a rate of expansion lower than last year’s but 
not so low it constitutes a bust vis-a-vis the boom of a 
year ago. Not only does the boom-and-bust cycle have 
unfavorable effects all round, but there is no causal 
relationship between economic growth and investment 
growth, on the one hand, and inflation, on the other. 
Excessively decelerating economic growth and invest- 
ment growth has no direct significance for the battle 
against inflation. Accordingly careful painstaking work 
is needed to properly handle the dialectical relationship 
among the three. Regulate and control the macro- 
economy with just the right degree of rigor. 


7) Put aid for low-income people on the agenda. There is 
now a trend for the income gap to widen. Just as 
high-income groups begin to form a stratum, low-income 
people too have emerged as a separate stratum. Soaring 
prices, particularly the prices of daily necessities, may 
slow the drive by high-income earners to raise their 
standard of living or their rate of savings, but otherwise 
have no major effects on high-income people because 
their income may be climbing even faster. For the 
low-income stratum, however, price increases may mean 
a substantive decline in their absolute standard of living. 
This scenario presents the government with two options: 
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strictly control the prices of basic daily consumer goods, 
keeping them at an artificially low level, which is less of 
a possibility these days, or provide relief to the low- 
income group by creating a social security system to 
ensure that their effective standard of living does not 
drop below a minimum level. Otherwise, both social and 
economic stability will be jeopardized. 


8) The consumer is a major player on the market, but his 
potential for forming a normal buyers’ market and 
holding down commodity prices has yet to be tapped. 
The reality right now is this. On the one hand, market 
supply has been vastly diversified and ensured. On the 
other hand, countless people still have a lingering fear of 
the market shortages that occurred under the traditional 
system. Many people could not stay calm but go into a 
panic-purchasing mode at the slightest sign of unrest on 
the market, causing prices to go up. Conversely, when 
sellers jack up prices as they please, many consumers do 
not resist at all but accept them as a matter of course. In 
fact, many of the basic material conditions for a buyers’ 
market have formed or are in the process of forming on 
a large scale. Step up publicity and guidance through the 
news media to educate the consumer to participate more 
in the market and exercise more influence on it on his 
own initiative. Put to use the consumers’ collective 
power. Combat unjustifiable conduct on the part of 
sellers. If we do that, we will be aiding the drive to hold 
down prices, at the same time making consumers more 
aware of protecting their interests. In addition, public- 
funded consumption and wasteful consumption also 
have a decidedly adverse effect on prices and must be 


stopped. 


9) The basic deregulation of prices does not mean the 
government has nothing to do or cannot do anything. On 
the contrary, government regulation and control of price 
movements will be more frequent in the future and even 
more sophisticated regulatory and control methods will 
be needed. Government regulation and control of prices 
can take one of two forms. One is establishing a non- 
profit reserve and regulation system, exercising control 
over a substantial amount of commodity resources, and, 
by using the powerful command system at its disposal, 
buying up surplus goods or selling off its reserves on the 
market to stabilize market prices in times of sharp 
market fluctuations. Two, speed up law-making to create 
a market environment conducive to fair competition. 
Prohibit monopolistic conduct, profiteering, and other 
illegitimate activities including market domination and 
manipulation. Third, as far as commodities that are 
essentials in people’s daily lives are concerned, such as 
grains, cotton, cooking oil, and meat, as well as major 
service charges and other key capital goods, the govern- 
ment needs to continue to use direct administrative 
methods as well as legal tools to carry out regulation and 
control, perhaps even going so far as to set prices and 
exercising supervision. The government has an impor- 
tant job to do in all these areas. In this sense government 
price regulation and supervision should be strengthened, 
not weakened, in the course of building the socialist 
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market economy. Practice proves that weakening the 
government’s function on this front prematurely does 
not do anybody—the nation, people, or reform—any 


Inflation Remains Menace Despi:' Improvement 


94CE0720A Beijing ZHONGGUO WUJIA [PRICES IN 
CHINA] in Chinese No 8, Aug 94 pp 3-6 


[Article by Liu Wen (0491 2429) and Zhang Xuhong 
(1728 2485 1347): “Inflationary Pressures Must Be 
Faced Squarely; No Relaxation of Macroeconomic Reg- 
ulation and Control—Analysis of Price Situation for the 
First Half of the Year, and Forecast of Price Movements 
for the Whole Year’’] 


[Text] Analysis of Market Prices For the First Half of the 
Year 


Market supply and demand in China were fairly relaxed 
between January and June 1994. Total retail sales of 
consumer goods increased 25.6 percent over the same 
period in 1993. After deducting for inflation, the actual 
increase was 4.8 percent. Latent inflationary pressures 
released rapidly, commodity retail prices rising 19.8 
percent to exceed the 12 percent rise in GDP for the 
same period. Both the Central Committee and the State 
Council watched this situation extremely closely, taking 
a series of macroeconomic regulation and control 
actions. With the gradual application of policies, heart- 
ening changes occurred in market prices. The current 
market price situation shows the following characteris- 
tics: 


(1) Macroeconomic regulation and control has produced 
results; the rise in prices has eased. 


During the first quarter of the year, latent inflationary 
pressures tended to release rapidly, the overall price level 
rising month by month. Since macroeconomic regulation 
and control measures were gradually applied, heartening 
changes occurred in the market price situation. 


First, even though the overall retail price level has 
remained fairly high, the rising trend has slowed since 
March. Between January and May, the overall retail 
price level rose 19.8 percent over the same period in 
1993, the monthly rises being 19.0, 20.9, 20.2, 19.56, 
and 18.9 percent. The situation in May shows a respec- 
tive 18.9 and 21.3 percent rise over the same month in 
1993 in national retail prices and consumer prices. This 
is a respective 0.6 and 0.4 percentage point downturn in 
the extent of price increases during the previous month. 
The monthly chain ratio rose 0.7 and 0.8 respectively in 
a 0.6 percentage point downturn from the previous 
month for both. Despite the continuation at a high level 
of overall prices today, the situation is on the mend. In 
cities, in particular, the price situation is improving. 
During May, consumer prices in 35 large and medium- 
sized cities remained at the level of the previous month, 
the price rise trend having been brought under control. 
In some cities a steady downturn had begun. 


ECONOMIC 15 


Second, very great changes occurred in the means of 
production market situation. The market prosperity and 
price elasticity of January and February turned into a 
drop in retail sales and a downturn in prices. Between 
January and June, prices of the means of production rose 
1.6 percent over the same period in 1993, the monthly 
rise being 15.8, 10.3, 5.2, 0.4, -2.6, and -6.2 percent. This 
stood in marked contrast to situation during the first half 
of 1993 when means of production prices rose 44.4 
percent. 


The main reasons for the slowing in the price rise trend 
are as follows: 


1. Macroeconomic regulation and control policies, and 
the intensification of reform measures scored positive 
results. Overall operation of the national economy took a 
turn for the better. Some overheating of the national 
economy was brought under control, and sustained, 
rapid, and healthy development of the national economy 
was maintained, a major slump in the economy as a 
whole was avoided. 


2. Agricultural production warmed gradually. Following 
a Central Committee Rural Work Conference and a 
National “Market Basket” Project Work Conference, all 
jurisdictions quickly relayed and put into effect the 
conference decisions. A series of actions continued to be 
taken for increasing the grain growing area, for 
increasing investment to support agriculture, to improve 
information and direction, to protect the peasants’ inter- 
ests, and to stir the peasants’ interest in production. 
Prospects are for a bumper 1994 summer grain harvest 
in China; outputs of summer oil-bearing crops will 
increase substantially; and output of both the livestock 
and fishing industries will remain steady. 


3. The financial situation remained steady. During 1993, 
the People’s Bank instituted asset-liability ratio controls 
as part of bringing the amount of credit under control. 
Supervised assets-liabilities ratio controls were imposed 
on nonbanking financial institutions, and oversight of all 
kinds of financial institutions was increased. This 
resulted in further financial improvement, manifested 
primarily in the following ways: First was a marked 
increase in enterprises’ savings accounts for an overall 
easing of enterprises’ funds shortages. Second, simulta- 
neous with city and countryside residents’ large scale 
purchases of government treasury bonds, savings 
account deposits continued to increase tremendously. 
Third, the amount of money removed from circulation 
increased. 


4. The soaring rise in investment in fixed assets was 
curbed to a certain extent. Early in the year, the State 
Council issued a circular notice on continued intensifi- 
cation of macroeconomic regulation and control of 
investment in fixed assets. Subsequently, it sent seven 
inspection teams to 14 provinces, cities, and prefectures 
to conduct a major examination of investment in fixed 
assets. At the same time, it increased control over credit 
and the raising of money for investment in fixed assets, 
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and it rigorously scrutinized approvals of new projects. 
These measures curbed, to a certain extent, the trend 
toward a soaring increase in investment in fixed assets 
during the past two years. 


Between January and May, state-owned unit investment 
increased 34.2 percent over the same period in 1993. 
This was a 35 percentage point decline from the increase 
during the same period in 1993. This included a 46 
percentage point drop in local investment. 


5. The government increased regulation and control, and 
administration of market prices. While devoting close 
attention to improving the production of staple farm 
products such as grain, cotton, and edible oil crops, and 
to building “market basket” projects, the government set 
about organizing the procurement and transportation of 
major commodities, and importing commodities in 
short supply, thereby improving effective supply capa- 
bilities. At the same time, increased government moni- 
toring of essential goods and services, the institution of 
clearly marked price tags, and the conduct of a major 
examination of prices nationwide improved disorderly 
prices. In addition, the government reformed the crude 
edible oil and refined edible oil circulation system and 
grain procurement system. Mostly, it increased market 
macroeconomic control, rectifying and regulating 
futures market and wholesale markets in particular. It 
cracked down on speculation and profiteering, and 
reduced the number of middlemen and the number of 
intermediary flow channels. This went a long way toward 
stabilizing market prices and regulating pricing. 

6. Local governments at all levels intensified regulation 
and control in line with central government policies to 
bring down market prices. For example, they applied 
uniform limited price quotations to rice, wheat flour, 
and edible oil. For some important commodities, they 
instituted a system requiring the filing of a declaration or 
a memorandum for the record for price rises, and 
differential rate controls. They set up monitoring sys- 
tems on prices and fee collections for more than 20 
necessities. 

(2) Price changes for all categories of goods suggest an 
easing has begun in the price rise trend for goods and 
services such as fuel, and construction and packing 
materials whose prices have risen steadily since 1993. 
Some prices have declined slightly. However, prices of 
consumer goods, notably food, remain at a fairly high 
level. Propelled by costs, prices of other industrial con- 
sumer goods have shown a rising trend. 


Prices of fuel, construction and packing materials, and 
services, have risen continuously since 1993, each of 
them rising 17.1, 17.5, and 26.6 percent. In June, their 
prices rose 13.3, 10.4, and 25.3 percent in a 7.6, 14, and 
3.7 percentage point downturn from January. Some 
prices also declined slightly. 


Between January and June, food prices rose 29.2 percent 
over the same period in 1993, the price of grain, in 
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particular, continuing a high rise since the end of 1993. 
Between January and June, the grain price monthly 
chain index rose 3.1, 1.7, 3.3, 5.1, 2.4, and 10.3 percent, 
respectively. It is estimated that food price increases 
accounted for approximately 11.5 percentage points of 
the 19.8 percent rise in retail prices nationwide. This 
demonstrates clearly the dominant role of food price 
increases. 


Prices of other industrial consumer goods show that, 
propelled by costs, seasonal clothing and cotton fabric 
prices rose greatly, and prices of industrial consumer 
goods rose. Between January and June, prices of 
clothing, shoes, and hats, textiles, cosmetics, daily neces- 
sities, and Chinese and Western pharmaceuticals rose a 
respective 18.4, 11.5, 15.6, 15.4, and 12.2 percent over 
the same period in 1993. 


(3) The regional price index suggests that the rise in 
prices was about the same in cities and the countryside. 


As macroeconomic regulation and control was applied, 
the rise in city prices slowed. However, rural price 
increases continued strong. After May, in particular, the 
rise in the commodity price index was greater in rural 
areas than in cities. During May and June, the rural retail 
price index increased 19.5 and 21 percent respectively. 
This was 1.1 and 1.9 percentage points more than the 
rise in the urban retail price index for the same period. 


The rise in prices everywhere showed up in a more than 
20 percent increase in consumer prices in 25 provinces 
(or autonomous regions), and cities nationwide during 
June. This included a more than 20 percent rise in all the 
northwestern, northern, and northeastern provinces. 


(4) Steady rise in market retail sales. 


1. Domestic market retail sales rose steadily. Since the 
beginning of the year, market supplies of consumer 
goods have been ample, rich, and varied, and demand 
for them has risen steadily. The overall market situation 
is basically normal. Supply and demand for the means of 
production are fairly relaxed, and procurement and 
marketing is steady, ensuring the needs of production 
and construction. In most cases the supply and demand 
are steady for means of production that derive from 
agricultural products. However, because of two consec- 
utive years of a slide in output, the gap between supply 
and demand for cotton is fairly wide, and the clash 
between supply and demand is intense. Cumulative 
figures for the period January through June show total 
retail sales of consumer goods nationwide up 25.6 per- 
cent over the same period in 1993. After deduction for 
price increases, the actual increase is 4.8 percent. Market 
operation during the first half of the year shows the 
following major characteristics: 1) rapid rise in personal 
income accompanied by steady rise in market retail 
sales. With the gradual fulfillment of government agency 
and entrepreneurial unit wage reforms during the year, 
the wages of staff members and workers in enterprises 
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have risen tremendously. In addition, the rise in procure- 
ment prices paid peasants for their agricultural and 
sideline products, the provision of sufficient agricultural 
products procurement funds, and the lightening of 
peasant burdens have produced a fairly rapid increase in 
the income of both city and countryside residents. 
Improvement of the macroeconomic climate, and a 
fairly flat consumption psychology throughout society 
have produced a trend toward steady growth in market 
retails sales. During April, May, and June, market retail 
sales increased 24.3, 26.1, and 27 percent respectively. 
(2) Source of market commodities were plentiful. A 
Ministry of Trade ranking of supply and demand for 726 
commodities during the first half of 1994 shows supply 
and demand in balance or supply greater than demand 
for 88.4 percent. For only 11.6 percent of commodities 
did the supply not meet demand. (3) With the improve- 
ment of rural markets, the amount of increase in the gap 
between city and countryside markets narrowed. 
Between January and June, consumer goods sales at the 
county level and above nationwide were up 23.3 percent 
over the same period in 1993 in a 7.4 percent age point 
increase. The gap between rural and city retail sales 
increase narrowed from the 15 percentage points of the 
same period in 1993 to 4 percentage points. (4) Markets 
developed quite rapidly, and the role of the market 
mechanism strengthened steadily. This was manifested 
primarily in the following ways: First, prices of an 
overwhelming majority of commodities have now been 
decontrolled. Thus, the role of priced in regulating 
supply and demand has increased markedly. Very great 
achievements have been won in the building of all kinds 
of markets. All sorts of production elements markets 
associated with commodity markets also developed to a 
certain extent. Third, rapid progress has also been made 
in the building of a market legal system. Fourth, 
domestic and foreign commodity prices are substantially 
close. Domestic and foreign markets have become 
increasingly linked. 


2. Exports have increased faster than exports. Imports 
and exports are roughly in balance. During the first half 
of the year, China’s exports totaled $48.4 billion, up 30.2 
percent from the same period in 1993, and much faster 
than the 22 percent increase of the previous four months. 
Imports totaled $49.2 billion, up 21 percent from the 
same period in 1993. 


2. Forecast of Market Price Trends For the Whole Year 


We feel China’s overall economic situation today is 
good. With half the year already gone, the outcome is a 
foregone conclusion. We are fully confident about this. 
The economic system today is quite favorable. This 
shows up largely in the following ways: 1) Some major 
reforms have been inaugurated smoothly. The economy 
is Operating basically normally. 2) Agricultural produc- 
tion has gradually warmed. 3) The fiscal, financial, and 
import-export situations are better than in 1993. 4) 
Some prominent conflicts and problems in the operation 
of the economy have abated in varying degrees. The 
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overly high industrial growth rate, the rapid increase in 
investment, the rate of increase in credit, and the cur- 
rency inflation rate are stable and showing slight decline. 
Socio-economic life is relatively stable. We forecast an 
easing in price increases. With the further application of 
macroeconomic regulation and control measures, and a 
weakening of factors remaining from 1993, the inflation 
trend may continue to ease. 


Nevertheless, we also realize that the current price situ- 
ation remains fairly serious. It offers no cause for opti- 
mism. 


1. The overall price level remains high. A very great gap 
remains between the current price level and the macro- 
economic regulation and control goal for the whole year. 
It is important to note that while influences remaining 
from the previous year are weakening month by month, 
new inflation factors are gradually growing. Between 
January and May 1994, new inflation factors were 3.6, 


6.6, 7.8, 9.3, and 10.9 percent respectively. By May, in 


particular, new inflation factors already accounted for 
more than one-half of price increases. Forecasts call for 
continued increase in the percentage of new inflation 
factors. In addition, pressures of all kinds to drive up 
prices are still substantial. Some places where prices are 
relatively low feel that control of the price level may 
create an outflow of resources and funds. Their local area 
will suffer. Places where prices are high feel that so long 
as economic growth is rapid and incomes increase, 
inflation makes no difference. Still other places still pin 
their hopes on price rises and increases in fees to help 
them build more projects. Therefore, the task of regu- 
lating and controlling price rises in 1994 remains a 
rather daunting one. Not the slightest relaxation of 
control over market prices can be allowed. 


2. Despite the containment of the excessive increase in 
investment in fixed assets since the beginning of the 
year, estimates about the current status of investment 
provide no cause for mindless optimism. Investment in 
fixed assets for the year as a whole will very likely exceed 
annual plan, the rate of investment remaining overly 
high. Right now, not only is there too much construction, 
but pressures for the beginning of new projects remain 
undiminished. Particular attention must be given to 
many places’ failure to act within their means, striving to 
outdo each other, and a one-sided emphasis on separate 
local advantages. The call for overreaching development, 
expansion of investment, loosening of the money supply, 
and undertaking new large projects is very high. 


In the consumption area, because of the lack of a 
limitation mechanism, problems with too rapid increase 
in personal income and the ever widening income gap 
are still rather glaring. Between January and May, bank 
wages and other payments to individuals increased 37.5 
percent over the same period in 1993, rising 37.7 percent 
in May alone. This was clearly much faster than the 
speed of economic development and the increase in 
returns. At the same time, the income gap grew invreas- 
ingly between rural villages and cities and towns, coastal 
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and inland areas, the commodity circulation sector and 
production enterprises, operators and staff members and 
workers, and between different trades. Too rapid 
increase in consumption funds and unfair distribution 
both pulled sustained rise in market prices and produced 
extremely disadvantageous effects on social stability. A 
Zhejiang Province survey showed that the rise in prices 
ate up three-fourths of the increase income of city and 
countryside residents. A Guangdong Province survey 
showed price rises resulted in expenditures exceeding 
income in 9.4 percent of the households surveyed. 


4. In the financial area, despite the removal of currency 
from circulation and the strict control of credit, unjusti- 
fied financing and unjustified short-term lending have 
risen their heads once again in some places. In addition, 
reports from all over show that with the abatement of the 
price rise trend, funds shortages in enterprises and falling 
behind in payments to each others have become prob- 
lems that need to be watched. Pressures to expand 
investment and loosen the money supply are substantial. 


In the economic theory arena, some people juxtapose 
curing inflation and economic development. They lack a 
clear understanding of the importance of the central 
government’s macroeconomic regulation and control 
actions, or even attribute some of today’s problems to 
macroeconomic regulation and control. Failure to cor- 
rect these erroneous understandings is bound to have a 
bad effect on reform and development. 


Market price movements during the next stage suggest 
that thanks to the intensification of reform and greater 
macroeconomic regulation and control, the contradic- 
tions and problems that have appeared in the process of 
too rapid economic growth during the past two years 
have eased to a certain extent. However, the foundation 
for the current overall balance in the economy is by no 
means solid. Nor is there very much room for maneuver 
in macroeconomic regulation and control. In particular, 
solution to structural and mechanism problems, which 
have developed over a long time, will require a rather 
long process. If control efforts are relaxed, not only will 
price trends rebound, but the entire economic situation 
may deteriorate. Therefore, for some time to come, the 
intensity of macroeconomic regulation and control will 
have to continue to be maintained, caution in action 
exercised, work done carefully, and close attention given 
to execution. The situation today suggests that control of 
inflation remains an extremely important task in China’s 
economic work. 


Provincial 
Fujian Secretary Speaks on Economic 
- Development 


94CE0789A Hong Kong CHING PAO [THE MIRROR] 
in Chinese No 206, 5 Sep 94 pp 28-32 


[Article by Lin Wen (2651 2429): “Jia Qinglin Discusses 
Fujian’s Economic Development Strategy”—the first 
paragraph is reporter’s introduction] 
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[FBIS Translated Text] Jia Qinglin has revealed that 
Fujian has drawn up a three-step economic development 
strategy: In the first step, the province has already real- 
ized a quadrupling of the GNP in 1993, seven years ahead 
of schedule. In the second step, the province is to realize 
the third redoubling of GNP by the end of the present 
century, people throughout the province will attain a 
comfortably well-off standard of living three years ahead 
of schedule in 1997. In the third step, another sextupling 
of GNP is to be attained by 2020 to bring the income level 


up to that of a moderately developed country at that time. 


The renowned chairman of the board and concurrent 
editor of Hong Kong CHING PAO, Hsu Ssu-min, and 
his wife, Kuo Su-lan, chairman of the board [as pub- 
lished] Shih Tzu-ch’ing and his wife Wu Shumin, pub- 
lisher and editor-in-chief Lin Wen, and general manager 
Hung Ch’u-hsuan visited Fujian Province on invitation 
from 3 to 5 August. During their visit, Fujian Provincial 
CPC Committee Secretary and concurrent chairman of 
the Standing Committee of the Provincial People’s Con- 
gress, Jia Qinglin, vice-secretary and concurrent provin- 
cial governor Chen Mingyi, provincial CPPCC chairman 
You Dexing, and deputy secretaries Lin Kaiqin and He 
Shaochuan—provincial Party, government, people’s 
congress and CPPCC leaders all—met with and held 
banquets for the Hsu Ssu-min entourage at the Wenquan 
and Xihu guesthouses in Fuzhou. Reportedly, such a 
sumptuous reception is a rarity in Fujian. It shows the 
importance that the province attaches to the visit of Hsu 
Ssu-min. Others taking part in the meeting and reception 
included provincial people’s congress standing com- 
mittee deputy director Zhang Mingjun, provincial 
CPPCC deputy chairmen Xu Jimei and Chen Jiazhen, 
and provincial CPPCC secretary Liu Xianru, provincial 
government deputy secretary Wu Jizong, provincial 
overseas Chinese office director Lin Mingkan, provincial 
CPC committee office deputy chairman Ruan Rongx- 
iang, provincial CPC committee propaganda depart- 
ment deputy director Zhu Yongkang, provincial CPC 
committee United Front Department deputy director 
You Jiarui, provincial government news spokesman Li 
Qixiang, provincial news office director Li Jinhua, pro- 
vincial overseas Chinese office deputy director Ni 
Yingda, etc. 


Especially noteworthy was the warmth of the welcome, 
the smoothness of the reception, the efficiency of the 
work, and the frankness of exchanges related to Hsu 
Ssu-min’s trip, all of which greatly exceeded the expec- 
tations of the guests. This made them feel right at home, 
and gave them an intimate sense of friendship at first 
meeting. 

An even rarer event was the separate fairly lengthy 
briefings given Hsu Ssu-ming by Jia Qinglin and Chen 
Mingyi on 4 August. These briefings were about Fujian’s 
reform and opening to the outside world, and its eco- 
nomic development during which Jia and Chen 
answered questions from the guests. Below, their 
remarks have been excerpted and collated from record- 
ings for presentation to readers. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 

















JPRS-CAR-94-053 
8 November 1994 


Fujian’s Rapid Economic Growth 


As i zenerally known, for a fairly long period following 
the founding of the People’s Republic, because of war 
preparations, China did not invest very much in Fusian 
Province, and its economic foundation was weak. How- 
ever, in December 1978, after the Third Plenary Session 
of the 11th Party Central Committee decided on a basic 
line centering around “taking economic construction as 
the center,” Fujian became one of the first provinces in 
the country to institute reform and opening to the 
outside world. What development and changes have 
taken place in Fujian during the past 15 years of reform 
and op ning to the outside world? 


Jia Qinglin said that following the Third Plenary Session 
of the 11th Party Central Committee in 1979, the CPC 
Central Committee authorized Fujian to put into effect 
“special policies and flexible measures.” In 1984, Deng 
Xiaoping instructed that “all of Xiamen Island shall be 
made into a special economic zone [SEZ],” and that the 
Xiamen SEZ “may put into effect certain free port 
policies.” In 1988, the State Council approved Fujian as 
a national experimental area for comprehensive reform. 
Fujian applied these preferential policies to quicken the 
pace of construction, the economy and society of the 
entire province undergoing profound historical changes 
as a result. Following Deng Xiaoping’s remarks during 
his visit to south China in early 1992, in particular, 
Fujian Province further emancipated thinking, seized 
opportunities, and took the fast lane for substantial 
strengthening of the economy. By 1992, the province’s 
GNP reached 104.447 billion yuan (renminbi, and the 
same applies hereafter). This was 5.87 times the 1978 
figure for an average annual 12.5 percent rate of 
increase, the province’s GNP doubling 7 years ahead of 
schedule. Per capita GNP was 3,263 yuan. The gross 
output value of agriculture was 39.526 billion yuan, and 
the gross output value of industry was 149 billion yuan in 
a respective 2.9 and 16.2 fold increase over 1978. Fiscal 
revenue totaled 22.05 billion yuan in a 7.3 fold increase 
over 1978, or an annual 14.5 percent increase. City and 
town residents per capita income available for living 
expenses was 2,605 yuan, and peasant per capita net 
income was 1,211 yuan. These figures were a respective 
7.7 fold and an 8.8 fold increase over 1978. Six counties 
have reached a moderately well-off standard of living. 


During 1994, Fujian’s economy contained a fairly rapid 
growth momentum. The province’s GNP for the first 
half of the year was 55.97 billion yuan for a 19 percent 
increase over the same period in 1993. Fiscal income was 
5.496 billion yuan for a 26.72 percent increase over the 
same period in 1993. Cumulative receipts from six 
different taxes totaled 6.657 billion yuan in a 40.3 
percent increase over the same period in 1993. Urban 
residents’ per capita income available for consumption 
was 1,628 yuan, and peasant per. capita cash income was 
800 yuan. These figures showed a respective 28.5 and 
28.2 percent increase. Industrial output value at the 
township and above level was 55.96 billion yuan, up 25.8 
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percent. A total of 9.2 billion yuan was invested in social 
fixed assets, a 55.7 percent increase. Township and town 
enterprises had a gross output value of 81.42 billion 
yuan, up 85.7 percent over the same period in 1993. 


Development Strategy Divided Into Three Steps 


Granted that Fujian’s economy has seen very great 
development during the past 15 years; nevertheless, by 
comparison with developed countries or territories, it 
still has a long way to go. What grand plan does Fujian 
have for catching up with developed countries? 


Jia Qinglin disclosed that Fujian’s economic develop- 
ment plan is divided into three steps: 


Step 1 saw a quadrupling of the province’s GNP three 
years ahead of schedule in 1993. 


Step 2 calls for a third doubling of the GNP by the end of 
the present century with the achievement of a comfort- 
ably well-off standard of living for people throughout the 
province by 1977, three years ahead of schedule. 


Step 3 calls for another sextupling by 2020 to reach the 
income level of moderately developed countries at .” + 
time. 


in order to realize the above development goals, Fujian 
has begun to do four things: 1) It has focused on key 
points, i.e., it has enhanced the basic position of agricul- 
ture, and it has improved large and medium-sized enter- 
prises, which are two basic segments in the provincial 
economy. Efforts are to be made to increase the prov- 
ince’s gross output of grain year by year from its stable 
foundation of 9 million tons. At the same time, efforts 
will be made to widen all avenues for the development of 
agriculture and pay close attention to assisting the needy. 
The focus of state-owned enterprises is on transforma- 
tion of their mechanisms and organizational systems, to 
reverse losses and increase profits, to speed up techno- 
logical transformation, to advance product updating, to 
widen markets, and to effectively raise the aggregate 
economic returns index of state-owned industrial con- 
cerns. 2) Fujian has focused on growth points, i.e., it has 
accelerated the development of township and town 
enterprises, the three kinds of partially or wholly foreign- 
owned enterprises, and the individual and private 
economy. It is working to increase the percentage of new 
output value produced by the non-state owned economy 
in the province from the present 75 percent to more than 
90 percent by the end of the present century. 3) It has 
focused on weak points, meaning it has improved infra- 
structure, particularly roads and electric power facilities. 
It intends to bring infrastructure throughout the prov- 
ince up to snuff. 4) Fujian has focused on commanding 
points, i.e., it has accelerated the development of science 
and technology. It aims at high technology industries 
producing 10 percent of the output value of industry by 
the end of the present century, and 50 percent of 
economic growth coming from scientific and technical 
progress. Right now, the province is drawing up the 
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Ninth 5-Year Plan and plans running to 2010. Plans call 
for 11 percent economic growth for each of the first 10 
years and 10 percent for each of the second 10 years. 


Goals Set For Building New Systems 


Decisions on Various Problems Relating to the Building 
of a Market Economy System, which the Third Plenary 
Session of the 14 Party Central Committee made in 
November 1993, and which are also known as “the 50 
articles,” provide a clear direction for China’s economic 
system reform. How will Fujian carry out these 
decisions? 


Jia Qinglin said that Fujian has drawn up the “three, 
five, and 10” reform goals for speeding up the founding 
of a socialist market economy system. The meaning of 
these figures is as follows: to take about three years time 
to shape the basic framework for a socialist market 
economy system; to take five years for construction of a 
basic socialist market economy system; then using this as 
a foundation for taking another 10 years or longer for the 
final building of a more mature, more customary, more 
perfect socialist market economy system. 


Specifically, beginning in 1994, Fujian will speed up the 
running of pilot projects for the purpose of building the 
framework for a new economic system. First is the 
formation of national pilot projects, provincial pilot 
projects, and prefecture (and city) pilot projects for 
multi-level exploration and multiform development pat- 
terns founded on modern enterprise system reform. 
Three enterprises in the province have been selected to 
take part in the building of modern enterprise system 
pilot projects in 100 enterprises nationwide. Fifty enter- 
prises in the same industry from all over the country, or 
all over the province, that are making good returns will 
be selected as pilot projects for founding a modern 
enterprise system in the province. Nanping City will 
serve as a pilot project city for the founding of a modern 
enterprise system. Second is the spurring of comprehen- 
sive, associated reforms, continuing to intensify pilot 
projects at single sites and spread them over a wide area. 
The main task is nationwide acceleration of pilot 
projects in national social security reform. These 
projects include Quanzhou’s urban pilot project for 
nationwide comprehensive reforms, Fuzhou’s and Xia- 
men’s national pilot project for nationwide financial 
reform, Ningde Prefecture’s comprehensive reform 
experimental zone for national level rural decontrol to 
promote development that banishes poverty and brings 
prosperity, and Fuging City’s nationwide county level 
institutional reform pilot project. Pilot projects, the 
exploration of avenues, the summarization of experi- 
ences, and using the experiences of selected sites to 
promote work in entire areas are methods to be used to 
move ahead with the intensification of reform 
throughout the province. Third is speeding up the pace 
of building a market system. This includes the building 
in coastal cities such as Zhangzhou of a number of high 
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quality, large size commodity markets and key produc- 
tion element markets that service a wide area such as 
fruit wholesale markets, and Fujian means of production 
exchanges. Steps have also been taken to found a Fujian 
equity rights exchange center and a equity rights 
exchange market. 


Three Eights Advantage Helps Development 


Fujian has three eights, namely 800,000 Hong Kong 
compatriots, 8 million Overseas Chinese of Fujian 
origin, and Taiwan compatriots of 80 percent Fujian 
extraction. These are three great advantages for Fujian’s 
attraction of overseas capital. How does Fujian use these 
advantages to develop its economy. 


Jia Qinglin said that the increasingly pervasive develop- 
ment of reform and opening to the outside world, and 
the stream of new achievements in building the economy 
during the past 15 years in Fujian are attributable to the 
role of these three eights. The leading role and the 
mainstay role of Hong Kong capital and overseas Chi- 
nese capital in investment and trade, their role as bridges 
and hubs in making contacts abroad, and their exem- 
plary and energizing role in the running of public welfare 
establishments is extremely remarkable. Overseas Chi- 
nese subscriptions to the operation of just educational 
and health care endeavors in Fujian has amounted tc 2.8 
billion yuan. This has done much to advance the devel- 
opment of social endeavors in Fujian. 


Fujian has also worked hard to bring in Taiwan capital. 
As of now, the province has approved 3,215 Taiwan- 
owned concerns, and has signed contracts for the use of 
$4.456 billion in Taiwan capital. The actual amount 
invested is nearly $2 billion. Taiwan has become the 
second largest source of overseas capital after Hong 
Kong. A total of 1,380 Taiwan capitalized firms have 
opened for business or gone into production throughout 
the province. In 1993, they produced an output value of 
nearly 1 billion yuan. Their real output value accounts 
for approximately 12 percent of the province's total 
industrial output value. They have earned $800 million 
in foreign exchange from exports, which is about 14 
percent of export foreign exchange earnings. 


At the same time, trade between Fujian and Taiwan is 
also developing. Fujian’s trade with Taiwan totals 
$4.594 billion. More than 70 percent of the food and 
daily necessities used on Chinmen and more than 80 
percent of those used on Matsu are provided through 
Fujian’s trade with Taiwan. In addition, Fujian has 
provided Taiwan with the services of more than 38,000 
fishermen on contracts totaling $230 million, thereby 
earning more than $3 million in foreign exchange 


Xiamen SEZ To Become More Lively 


During a visit to Xiamen in February 1984, Deng 
Xiaoping personally bestowed a free port policy on 
Xiamen. Why, after a decade, has the building of the 
Xiamen free port not gone well? 
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Jia Qinglin explained that in 1984 Deng Xiaoping’s 
instruction about Xiamen were only to “make all 
Xiamen Island into a SEZ.” The “Xiamen SEZ would 
not be called a free port, but it could practice certain free 
port policies.” Apparently, the idea was to make Xiamen 
more lively and open since it is located close to Taiwan 
and can help the strategy for uniting both sides of the 
Taiwan Strait, We also did not do enough to apply this 
policy. A so-called “free port” includes just three things: 
free travel of personnel back and forth, free entry and 
exit of goods, and free conversion of currency. Today, 
personnel can enter and leave the Xiamen SEZ fairly 
freely, and for a time “arrival visas” were issued. To 
provide for the free entry and exit of cargoes, the two 
square km Xiang Islet bonded warehouse area has been 
built. Free currency convertibility has yet to be realized, 
but 13 foreign banks and numerous offices have set up 
shop in Xiamen. Nevertheless, it is eclipsed by Shanghai. 
The SEZ has adopted the administrative line system 
used in Shenzhen, one line administering exports and the 
second line administering imports. The first line is 
Customs at Dongdu Harbor and the airport. The second 
line includes the joint inspection building and border 
defense, both of which are functioning. Inland China 
goods that do not cross the first line are not deemed to be 
exports, and goods from abroad that do not cross the 
second line do not count as imports. Thus, the 131 
square kilometer Xiamen Island has become a vast 
bonded warehouse zone. Recently, the province sent a 
report to the State Council suggesting approval of a 
single Xiamen SEZ administrative line instead. 


Hope That Government Will Increase Investment 


As was mentioned above, prior to reform and opening to 
the outside world, because of the preoccupation with war 
preparations against Taiwan, the government did not 
invest much in Fujian. Data show that Fujian was one of 
three provinces in the country in which the government 
invested the least. (The other two were Ningxia and 
Qinghai.) Investment in Fujian was only 1.7 percent of 
the government’s total investment, and most of the 
investment was in projects having to do with war prep- 
arations. Therefore, has government investment in 
Fujian increased since reform and opening to the outside 
world? 


Jia Qinglin disclosed that between 1979 and 1992, the 
government invested approximately 12.8 billion yuan in 
Fujian. It is really given it more attention than previ- 
ously. 


Nevertheless, Fujian compatriots abroad generally wish 
that the state would further increase investment in 
Fujian. They feel that much of Fujian’s infrastructure, 
such as railroad, port, and communications projects, 
may be of lesser importance in the overall national 
scheme of things, but they are very important in terms of 
China’s strategy toward Taiwan. Therefore, the govern- 
ment should increase investment in Fujian. 
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Great Prospects for Modesty and Prudence 


In December 1993, Jia Qinglin was formally appointed 
Fujian CPC Committee secretary. A native of Botou, 
Jiaohe County, Hebei Province, Jia was born in 1940. 
He joined the CPC in 1959, and in 1962 he graduated 
from the electronics department of the Hebei Engi- 
neering Academy. He served as a technician in the 
Industry Department of the First Ministry of Machine 
Building under the State Council, was in charge of the 
Product Management Bureau, was general manager of 
the Chinese Machinery and Equipment Import-Export 
Corporation, and he served as plant manager and CPC 
committee secretary of the Taiyuan Heavy Machinery 
Plant. In May 1985, Beijing sent him to Fujian where he 
served successively as provincial CPC committee deputy 
secretary, acting governor, governor, and provincial 
CPC committee secretary. He is a member of the Four- 
teenth Party Central Committee and a delegate to the 
Eighth NPC. 


Finance, Banking 


Article Views Tax Reform Impact on Economy 


9SCE0021A Shanghai CAIJING YANJIU [THE 
STUDY OF FINANCE AND ECONOMICS] in Chinese 
No 8, 3 Aug 94 pp 18-21 


[Article by Lu Fengquan (7120 0023 3123): “Effect on 
the Economy of 1994 Fiscal and Taxation System 
Reform”] 


[FBIS Translated Text] Acting in the spirit of the Third 
Plenary Session of the 14th Party Central Committee, in 
December 1993, the State Council issued decisions on 
the system for sharing tax revenues between the central 
and local authorities, and on the fiscal administration 
system, approving and forwarding the “Plan For Con- 
ducting Industrial and Commercial Taxation System 
Reform,” which the State Administration of Taxation 
had proposed. The State Council also decided that these 
two reforms would go into effect throughout the country 
on | January 1994. Not only do these fiscal and taxation 
reforms have a great impact and broad application, but 
they are also fundamental measures aimed at deep- 
seated contradictions in the country’s taxation system. 
They are more wide-ranging, more pervasive, more 
intensive, and more difficult than any previous reforms. 
They are bound to have an extremely far-reaching effect 
on every domain and every level of the country’s social, 
political, and economic life. For this reason, this article 
intends to explore in a cursory way the economic effect 
of fiscal and taxation system reforms. 


1. Economic Effect on Enterprises 


1. Enterprises’ overall tax burdens will be lighter, and the 
tax burden on industries (products) will rise in some 
cases and fall in others. For the country as a whole, 
enterprises’ overall tax burdens will not increase. Take 
the enterprise income tax, for example. In both an 
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overall and partial sense, the tax burdens of enterprises 
will be lighter except in a very small number of cases. 
The income tax rate for privately owned concerns will 
also decline from 35 to 33 percent. Reform of the 
transactions tax will bring no overall increase in enter- 
prises’ burdens. Estimates based on survey data of gov- 
ernment agencies concerned show that the average 
burden will remain basically flat before and after reform. 
However, because of changes in the tax structure, and 
changes in places in the commodity circulation chain at 
which taxes are levied, the tax burdens borne by some 
industries (and products) will certainly rise rather than 
fall. One example is at the wholesale level where the 
former 10 percent tax levied on the difference between 
the wholesale and retail price will increase to 17 percent 
once the business tax has been changed to a value added 
tax. However, the average tax rate at the retail level will 
fail. A survey that the authorities concerned conducted 
shows that the industries (or products) carrying a 
reduced tax burden will be mostly chemicals, machinery, 
electronics, glass, rubber and plastic manufactures, light 
industries that use nonagricultural products as raw mate- 
rials, and retail sales of goods. Industries (or products) 
on which taxes will increase will be largely coal, pig iron, 
salt, grain, small chemical fertilizer plant production, 
products using agricultural products as raw materials, 
and commodity wholesaling. In addition, inasmuch as 
the value added tax deduction method and specific 
regulations have not yet been worked out, some concerns 
will feel that their tax burden is heavier. 


2. The competitive environment will be fairer, but some 
concerns will be in a better situation than others. Still 
other concerns will find it difficult to carry on. Under the 
new tax system, concerns will face a fairer competitive 
environment. By instituting a uniform income tax for 
Chinese-owned concerns, and eliminating the unfairness 
of the former income tax in which enterprises under 
different forms of ownership were taxed at different 
rates, state-owned enterprises will be in an equal com- 
petitive position with nonstate- owned enterprises in the 
taxes they pay. In addition, changing from loan repay- 
ment before taxes to loan repayment after taxes after 
exempting state-owned enterprises from payment of the 
profits regulation tax and exempting them from payment 
into the energy, transportation and key project construc- 
tion fund. The budget regulation fund eliminates the 
abuse of enterprises eating at the public trough in 
obtaining credit funds. Thus it enhances enterprises’ 
credit repayment capabilities, and tightens enterprises’ 
budget restraints, which will help enterprises shape a 
self-restraint mechanism. However, since the new tax 
system virtually eliminates tax reductions and exemp- 
tions temporarily, in hardship cases, and for policy 
reasons, and eliminates debt repayment before taxes as 
well, enterprises making poor returns, that have always 
relied on tax preference, and that have accumulated a 
heavy debt burden may suddenly find it verty difficult to 
cope. Some concerns that formerly made a profit will no 
longer make a profit; concerns that formerly made 
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minuscule profits will now show a loss; and concerns that 
formerly lost money will find it difficult to carry on. In 
addition, the new value added tax divides taxpayers into 
ordinary taxpayers and small scale taxpayers. Although 
this division has a positive effect on the development of 
enterprises of proper scale, it obviously puts a damper on 
business contacts between small scale taxpayers and 
ordinary taxpayers to the detriment of the survival and 
development of small scale enterprises. 


3. Relieving state-owned enterprises of the need to pay 
after tax profits to the state will weaken the restraints 
that state-owned assets ultimate ownership rights exer- 
cise over legal entity property rights. State-owned enter- 
prises uniform payment of an enterprise income tax, no 
longer applying the contracting method in which income 
taxes and profits were bundled together, helps separate 
taxes and profits and bring into play the regulatory role 
of the income tax. However, although it will play an 
active role in easing the difficulties and reducing imped- 
iments to reform of “‘most wholly state-owned old enter- 
prises registered before 1993 that pay no after-tax profits 
to the state,” if this continues, failure to normalize at 
once the after-tax profit payment system will inevitably 
produce new “vested interests” in state-owned concerns. 
It will create a new “‘unequal sharing of weal and woe.” 
This will neither express the rights and interests of the 
owners, nor help ultimate ownership rights restrict legal 
entity property rights. Much less will it help establish a 
normal modern enterprise system. 


4. The enterprise “false profits” phenomenon will natu- 
rally disappear, and short-term behavior will become 
more marked. Under the new fiscal and taxation system, 
enterprises will no longer be able to post big profits, or 
pretend they made a profit when they actually lost 
money. However, they will be able to post large costs in 
order to reduce the amount of taxes to be paid to the 
state. This is because under the former situation in which 
wage and bonus payments were linked to enterprises’ 
economic returns, in order to pay more bonuses, which 
were contingent on an enterprise’s good business perfor- 
mance, enterprises were bound to try to reach profit 
norms or even report “false profits.” In addition, enter- 
prises contracted tax and profit payments with the 
government, profits in excess of the contracted amount 
belonging to the enterprise. Consequently, the reporting 
of “false profits” benefited enterprises more than it hurt 
them. Under the new taxation system, however, the 
more profit an enterprise makes, the more it has to pay 
to the state. Enterprises will now have to think of ways to 
post large costs as a means of reducing tax payments to 
the state. Therefore, the “false profits” phenomenon will 
disappear of its own accord. In addition, the abolition of 
repayment of loans before taxes will also influence, to a 
certain extent, enterprises investment in technological 
transformation, in the updating of their products, and in 
technological progress, which will weaken enterprises’ 
reserve strength for development. 
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2. Economic Effect on Local Governments 


Institution of a system for dividing taxes between the 
central government and local governments is a major 
step in bringing China’s fiscal and taxation system in line 
with international standards. It is a means of using those 
portions of the longstanding fiscal contracting system 
that are useful and healthy, and discarding those that are 
not This reform will have a substantial impact on local 
governments’ vested interests. It will have a major effect 
on local governments’ fiscal strength and sources of 
money, as well as their economic behavior. 


1. The system for dividing taxes between the central 
government and local governments creates a more normal 
distribution relationship for local government fiscal and 
economic development. Under a fairly standardized tax 
system based on the principle of fiscal powers being 
commensurate with administrative authority, the divi- 
sion of revenues between the central government and 
local governments, and assigning revenues from a par- 
ticular tax to one or the other has demolished the 
methods of the fiscal contracting system whereby all tax 
revenues within local jurisdiction and the state-owned 
enterprises’ payments of profits to the state were linked 
to the economic interests of local governments. It has 
pretty much changed the former haggling between the 
central government and local governments, and the 
punishment of good performance. Thanks to the stan- 
dard apportionment of financial resources, local govern- 
ment can better see just what their financial resources 
are and the possibilities for increasing them. Anticipated 
returns are fairly clear. This helps harden local govern- 
ment budgets, and it encourages local governments to 
adopt correct policies, actively husband financial 
sources, improve local tax collection and administration, 
and develop and enhance their own financial resources. 


2. The amount of increase in local government fiscal 
revenues will decline markedly; their balanced budgets 
will come under increasing pressure; and some jurisdic- 
tions will face greater fiscal difficulties. In order to do as 
much as possible to look after the vested interests of local 
government, every effort was made in this fiscal system 
reform to preserve the 1993 local base figures. Local 
governments saw no decrease in the amount of financial 
resources under their control. This was because not only 
did local governments continue to receive the former 
financial resources allocated to them, but central govern- 
ment refunds of tax revenues to local governments 
remained financial resources under local government 
control. However, since the sources of local revenues are 
fixed, and since most of the sources of revenues having a 
high potential for increase have been assigned to the 
central government, or are shared jointly by the central 
government and local governments, and since 70 percent 
of the jointly shared revenue increase goes to the central 
government, only minor forms of taxation that produce 
inconsistent revenues, scattered sources of taxation, and 
taxes that are difficult to collect being left to local 
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governments, the amount of increase in local govern- 
ments’ fiscal revenues will fall considerably. The expen- 
ditures picture suggests that in years to come, local 
governments’ actual fiscal expenditures will be far 
greater than the financial resources they are likely to 
require at the time. This is because every jurisdiction 
incurred a large amount of debt during the Seventh 
Five-Year Plan in order to get the financial resources 
needed to promote local economic development. They 
pinned their hopes on being able to repay loans through 
gradually increasing tax revenues, but tax apportion- 
ment system reform ruined this prospect. In addition, 
funds outside local budget have also ceased to exist, and 
local construction funds have also decreased greatly. In 
addition, new reform measures such as housing reform, 
social security system reform, and administrative and 
entrepreneurial unit wage readjustments have been inau- 
gurated, all of which necessitate greater local govern- 
ment fiscal expenditures. Consequently, pressures on 
local fiscal balance are very great. Local governments are 
confronted with a choice between spending money to eat 
and spending money to build. 


3. Local governments’ former mesoeconomic regulation 
and control capabilities will decline. The new fiscal and 
taxation system will change local governments’ eco- 
nomic regulation and control ways and means. Retrac- 
tion of authority to reduce or exempt from taxation 
means that local governments will no longer be able to 
regulate local economic development through direct tax 
reductions and exemptions. This will greatly weaken 
local governments’ use of tax preference policies to effect 
regulation and control. Henceforth, local governments 
may make greater use of fiscal subsidies and discounted 
loans to support the development of key industries and 
enterprises locally. Furthermore, as the central govern- 
ment’s transfer payments system takes hold, the ways in 
which local governments may use their financial 
resources will also be curbed. 


4. Existing methods for determining base figures will 
work against narrowing the economic development gap 
between one jurisdiction and another. In order to main- 
tain the pattern of vested interests of local governments, 
this reform selected 1993—a year of fairly rapid increase 
in fiscal revenues—for its base figures. Although this 
reduced obstacles to reform, it brought substantial neg- 
ative effects in its wake. On the one hand, it abetted the 
trickery of some ‘urisdictions that artificially inflated 
their base period m. venues. For example, some jurisdic- 
tions collected ahead of time in 1993 some taxes that 
were not due until 1994, thereby causing hardship for 
jurisdictions that played by the rules. On the other hand, 
it enabled economically developed areas to get a rela- 
tively larger share of the benefits that the central govern- 
ment turned over to local jurisdictions, which meant less 
well developed areas got a relatively smaller share. This 
will mean a continuation of the unequal sharing of weal 
and woe, which works against narrowing the economic 
development gap between one jurisdiction and another. 
Moreover, unless the base figures are set anew, another 
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situation of the central government disgorging money 
and lucal governments issuing drafts because of local 
fiscal difficulties will also occur. 


5. Local governments’ fostering of sources of financial 
revenue will bring about a beneficial trend in the develop- 
ment of industries. Local governments will be more 
concerned about nurturing local sources of revenues for 
their own self-interest. Their interest in nurturing 
sources of revenue for the central government will grad- 
ually decline. Local governments will readjust their own 
industrial policies and regulations to make them con- 
form to the new benefits distribution pattern. They will 
encourage the development of enterprises that pay them 
small taxes but large profits, and the large scale construc- 
tion of small tax payment, large profit projects (or 
enterprises) will lead to misplaced investment. In the 
present situation of a not fully established price mecha- 
nism, skewed government behavior enterprise behavior, 
and taxation behavior will not only intensify total con- 
tradictions and structural imbalance, but will also 
impede formation of a market mechanism for the allo- 
cation of resources based on markets. 


3. Economic Effect on Central Government 


1. The central government will take control of checks and 
balances authority for fiscal receipts and expenditures 
throughout the country. The dominance of central govern- 
ment finance will become more prominent. Following 
institution of the tax sharing system, the central govern- 
ment share of the value added tax, which is shared 
jointly by the central government and local governments, 
is 75 percent. The local government share is 25 percent. 
Excise taxes, and tax revenues from industries that are 
steady sources of revenue and that offer a great potential, 
such as banks, go entirely to the central government, 
thereby tremendously increasing central government 
fiscal revenues and forming a mechanism for steady 
increase in central government fiscal revenues. In addi- 
tion, central government tax revenue rebates to local 
government are tied to the rate of increase in the added 
value tax and the excise tax nationwide. This changes 
fundamentally the old irrational pattern in which the 
central government treasury relied on local governments 
to provide money to balance its receipts and expendi- 
tures. Central government possession of checks and 
balances authority over fiscal receipts and expenditures 
nationwide ensures the fiscal dominance of the central 
government. 


2. Central government macroeconomic regulation and 
control functions will tend to increase. After the system’s 
institution for dividing revenues between the central 
government and local governments, the tremendous 
increase in central government fiscal revenue as a per- 
centage of total national fiscal revenue will provide the 
financial resources that the central government needs to 
increase regulation and control. The central govern- 
ment’s authority to mitigate taxes or grant tax exemp- 
tions permits the central government to exercise regula- 
tion and control through more diversified ways and 
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means, in a more focused way, and with greater flexi- 
bility. The diversification and standardization of central 
government transfer payments to local governments 
better helps the central government exercise macroeco- 
nomic regulation and control over the way in which local 
government use financial resources. Nevertheless, it 
must be realized that the current transfer payment 
system is still very incomplete. The current tax revenue 
rebates apply only to the amount, not to how the 
revenues are invested. Nor is there any clear-cut system 
for investing subsidy funds that the central government 
provides. Thus, the central government finds it very 
difficult to control the irrational way in which local 
government may invest money, so the central govern- 
ment’s structural readjustment measures can hardly be 
put into effect. 


3. The central government will play closer attention to 
local economic growth. Since local governments con- 
tracted revenue payments to the central government 
under the fiscal contracting system, the central govern- 
ment was not particularly concerned about development 
of the local economy. So long as local government made 
their payments into the treasury on time, the central 
government was satisfied. However, with institution of 
the system for dividing tax revenues, since the source of 
the value-added tax, which is part of the transactions tax, 
directly affects the central government’s revenue source, 
the central government will pay closer attention than 
formerly to the development of local enterprises. 


4. Contradictions in the way sources of revenue are 
structured will, to a certain extent, impede increase in the 
certral government's financial resources, and the central 
government’s exercise of its macroeconomic regulation 
and control function. Under the former system, local 
governments employed administrative means to collect 
much of the revenue. Following the separation of tax 
collection and administration, the obstacles that the 
central government encountered in revenue collection 
increased. The authorities concerned report that difficul- 
ties in clearing up enterprises’ taxes owing are much 
greater than formerly. Since they now have their own 
financial resources and sources of taxation, local govern- 
ments do not tend to financial resources for the central 
government. Whenever a clash occurs between building 
their own and central government’s financial sources, 
local governments always take actions to protect their 
own financial resources. Therefore, local government 
departmentalism will weaken the national government’s 
ability to regulate the industrial structure. 


4. Effect on Economic Growth 


1. System reform will help formation of a nationwide 
unified market to promote the building of China’s 
socialist market economy system. As a result of taxation 
system reform, the various kinds of transactions taxes 
and income taxes of enterprises under different systems 
of ownership are basically uniform, distribution relation- 
ships are standardized, tax burdens tend to be the same, 
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a fair tax collection environment has already taken 
preliminary shape, and double taxation has been elimi- 
nated. Institution of the system for dividing revenues 
between the central government and local governments 
has demolished the old pattern of revenue apportion- 
ment according to administrative subordination. It has 
basically eradicated local governments’ use of economic 
blockades against other jurisdictions, cutting up of mar- 
kets, and such restraints on trade to protect local con- 
cerns’ fiscal incentives. This will help formation of a 
nationally unified market. Therefore, this fiscal and 
taxation system reform will have a positive effect in 
spurring the healthy and rapid development of China’s 
national economy, and in promoting the establishment 
and development of a socialist market economy system. 


2. System reform will help bring about synchronous 
growth of fiscal revenues and the national economy; it will 
enhance the extent to which finance and taxation regulate 
and control economic growth. The apportionment of tax 
revenues and the sharing of tax revenues between the 
central government and local governments, the setting 
up of separate central government and local government 
tax agencies, and the separate collection and administra- 
tion of taxes will better plug loopholes through which tax 
revenues run away, ooze, and leak. They will ensure 
rational growth of fiscal revenues, and they will increase 
fiscal revenues as a percentage of GNP. The better 
collection and management that the new tax system 
provides will play a greater role in regulating the distri- 
bution of income throughout society and easing unfair 
distribution in society. The regulatory role of the trans- 
actions tax system, which employs value-added taxes for 
general regulation and excise taxes for supplementary 
regulation will be more focused and more flexible. As the 
central governments percentage of fiscal revenues rises, 
in particular, the extent to which public finance regulates 
and controls economic growth will increase markedly. 


3. The automatic checks and balances system of public 
finance at all levels will eliminate organizational predis- 
position to self-inflation. As the tax apportionment 
system becomes standardized and founded in law, both 
central government public finance and local government 
public finance will have to follow the money manage- 
ment principles of “keeping spending within income 
limits, and self-balancing,” both the central government 
and local governments bearing responsibility for bal- 
ancing receipts and expenditures, thereby shaping an 
automatic checks and balances mechanism at each level 
of public finance. This will eradicate the pernicious 
institutional roots of the self-inflation mechanism, and 
consequently block the channels whereby fiscal deficits 
give rise to the issuance of currency for non-economic 
reasons, thereby limiting inflation to a certain extent. 


4. It will be difficult to avoid setting off price rises that 
increase inflationary pressures. Although the new taxa- 
tion system does not increase tax burdens in general, it is 
concerned most with the average tax burden and as a 
result the tax burdens of some banks, links in the 
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economy, and commodities have increased, leading to 
unavoidable increases in commodity prices. In cases 
where we have switched from taxes included in the price 
to taxes not included in the price. The raising and 
lowering of the circulation tax rate for the purposes of 
making adjustments not only lead to changes in the 
structure of market prices, but will inevitably lead to 
increases in the commodity price structure. Further- 
more, in changing from the old to the new tax system, 
unless a good job of meshing the two is done, rectifying 
prices in which the tax was formerly included may cause 
danger of an artificial price increase. Therefore, now that 
prices are set largely by market forces, prices are 
extremely sensitive to tax system changes. If not handled 
well, the changes may spark structural inflation. 


5. The marked lag in changing the range of public finance 
functions will impede development of the market 
economy. This reform of the system for dividing up taxes 
has not yet redefined government’s function. The lack of 
clarity about the change in the range of public finance 
functions, the division of powers between the central 
government and local governments remaining as before 
with no real coherence between administrative authority 
and fiscal authority, but concentrating energies instead 
on dividing up fiscal authority ignores the relationship 
between the range of administrative authority and the 
division of fiscal authority. The result is no clarification 
of just how many financial resources government should 
control in a market economy, just how each level of 
public finance should use financial resources, which 
public products should or can be provided by the 
market, and which public products should continue to be 
provided entirely by the government. If the existing 
range of public financial functions is not changed, and if 
the range of public finance functions at all levels is not 
redefined in terms of the market economy and the real 
market situation, despite the system for dividing up tax 
revenues, the inherent needs of market economy devel- 
opment will be difficult to meet. 


Government Policy’s Impact on Stock Markets 
Viewed 


94CE0743A Beijing ZHONGGUO WUJIA (PRICES IN 
CHINA) in Chinese No 8, Aug 94 pp 10-14 


[Article by Zhi Yi (0037 1355): “Macroeconomic Policy 
and Stock Market Development”) 


(FBIS Translated Text} Thanks to the high speed expan- 
sion of capacity during 1993-1994, the stock market has 
broken free from a situation in which small inputs or 
removals of money might set off great price fluctuations. 
Although the size of the stock market remains overly 
small; nevertheless, gross market value is still about 10 
percent of GNP, and stock market development shows 
signs of being linked to macroeconomic changes. There- 
fore, changes in national macroeconomic policies are 
bound to have an important effect on the stock market’s 
future development. 
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1. National Industrial Policy and Development of the 
Stock Market 


The state must regulate and optimize the make-up, and 
improve the quality of the country’s industry in order to 
achieve long-term steady economic development. Thus, 
national industrial policy holds a key position among 
long-term development policies. Effective conduct of 
industrial policy requires coordination with other eco- 
nomic policies, and it also requires that all sectors of the 
national economy correspondingly adjust policy mea- 
sures within their separate province in accordance with 
overall requirements of industrial policy. In this way, 
national industrial policy can have a major influence on 
the long-term development of the stock market. 


Recently, the State Council organized the formulation of 
a “National Industrial Policy Program for the 1990s,” 
(“The Program’”’). It did this in response to the country’s 
entry into a new stage of burgeoning development 
resulting from reform and opening to the outside world, 
and modernization, the trend toward rapid development 
of the country’s economy, and changes in both the 
domestic demand structure and the international eco- 
nomic environment. “The Program” spells out the main 
principles for adjusting and optimizing the make-up of 
industry, the key points for industrial development, and 
the activation of associated support policies for effective 
guidance of the national economy in realization of the 
second step strategic objectives of national economic 
and social development. 


The industrial policy that the government has 
announced has the following several characteristics. It 
cites the weakness of the basic conditions for production 
in the make-up of industry as the main brake on eco- 
nomic development, and it cites the development of 
agriculture, and the development of basic industries and 
infrastructure as the foundation for development of the 
national economy. 2. It cites the development of back- 
bone industries, including machine building and elec- 
tronics industries, petrochemicals, motor vehicle manu- 
facture, and the construction industry as leaders in 
development of the national economy, making them the 
driving force spurring economic growth. 3. On the sub- 
ject of industrial organization policy, it emphasizes the 
role of returns from the economies of scale through the 
formation of a market competition structure of proper 
size. Given the character of the country’s present 
economy, expansion of the scale of existing concerns in 
basic industries and backbone industries to achieve the 
economies of scale is the main trend. 4. It emphasizes 
raising the level of technical equipment and rationalizing 
the regional industrial pattern. 


The central position of industrial policy is bound to lead 
to a Chinese stock market development pattern that is 


rey © by industrial policy. Guided by industrial policy, 
the following changes will occur in the stock market 
pattern. 


1. Industrial listings on the stock market will change 
from today’s light industries to heavy industries. Since 
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share system trials in China began with collective enter- 
prises and nongovernment operated enterprises, the 
stock market functioned mostly to raise capital in 
society. Consequently, companies listing on the stock 
market tended to be light industrial concerns during the 
early stage of stock market formation. This light indus- 
trial orientation of the stock market was at variance with 
changes taking place in the national economy. It did not 
reflect the evolutionary trend of the national economy, 
nor did it help the flow of social capital into key 
industries for development of the national economy. 
During late 1993, the stock market’s light industry 
emphasis began to change. Now that state industrial 
policy clearly calls for stock and bond issues to give 
priority consideration to the building of infrastructure 
and basic industries, the heavy industry trend of the 
stock market can be expected to accelerate. 


2. Companies listing on the stock market will become 
predominantly large and super large ones, versus the 
medium size enterprises of today. During the early pilot 
project period, listing companies were mostly small 
concerns. This is also the historical origin of “procure- 
ment concept shares.” Currently, a minimum size limi- 
tation exists for the size of listing companies; however, 
the size of listing companies continues to be overly 
small. Especially in some leading industries, the size of 
concerns is uneconomic. Consequently, the low ability of 
companies to make a profit has become apparent. There- 
fore, most of the concerns in basic industries and back- 
bone industries to which the state has given priority for 
annual stock and bond issues in its industrial policy are 
those having large economies of scale. This may also lead 
to listing on the stock market of firms of larger size in 
order to gain the advantages of size in both domestic and 
foreign market competition. 


3. The regional make-up of listing corporations has 
expanded from concentration along the coast to all parts 
of the country. During the past year, listing corporations 
have spread to all parts of the country from their former 
concentration in the Shanghai and Shenzhen stock mar- 
kets. Nevertheless, corporations in Shanghai and Guang- 
dong still account for one-third of all listings. The trend 
toward the listing of companies nationwide will con- 
tinue. 


4. The number of growth-type companies listed has 
become more varied. Guided by industrial policy, the 
number of capital-driven listed corporations and tech- 
nology-driven newly emerging industry listed corpora- 
tions has increased. The diversification of growth-type 
listed companies will require investors to possess more 
knowledge and to improve their analysis of listed com- 
pany growth. 


China’s stock markets have been adjusting downward for 
more than a year. Analysis of stock market development 
in combination with implementation of national indus- 
trial policy suggests that stock market trends may also be 
restricted by the following various industrial factors. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 











JPRS-CAR-94-053 
8 November 1994 


1. More heavy industry listings on the stock market and 
the listing of more large and super large companies may 
stabilize stock market fluctuations. Another large-scale 
rising trend, such as those occurred previously, seems 
unlikely. Up until the end of the year, the stock markets 
will mostly undergo low-level readjustments. 


2. The large capital inputs, and the large turnover period 
required for companies selected for listing under the 
industrial policy will lower the liquidity and turnover of 
capital. Furthermore, since market prices of a substantial 
number of products of basic industrial type corporations 
are under state control, the earnings of such corporations 
will be held at a fairly steady level. Major changes in the 
rate of return on capital also appear unlikely. 


3. Large numbers of concerns in basic industries and 
backbone industries that were newly built with state 
investment between the 1950s and 1970s have arrived at 
the time for updating and technological transformation. 
Supported by national industrial policy, they may enter 
the stock market to raise capital, thereby improving 
enterprises’ capital component. Plentiful capital and a 
technological foundation exists for the development of 
such corporations. This will help them operate smoothly. 
At the same time, however, the amount of their share 
capital is already substantial. They have entered the 
corporate life maturity period, so the speed of their 
growth will slow. 


4. State industrial policy requires that microelectronics 
be the foundation for the electronics industry, new 
information industries such as communications and 
computers being the mainstays. Market prospects for 
this type of listed company are broad, but market risks 
are also great. Consequently, this type of listed company 
may show stronger growth and uncertainty. Increase in 
this type of listed companies will be an enlivening factor 
in the stock market. It will give the stock man more 
vitality. 


2. Effect of Monetary Policy on Stock Market 
Development 


As the market economy and monetarization of the 
economy move ahead, the role of monetary policy on 
macroeconomic regulation and control becomes greater 
and greater. Stock market development may also be 
more greatly affected by monetary policy. 


The macroeconomic financial situation today suggests 
that the Central Bank will soon adopt a somewhat tighter 
money policy. The main goal of the Central Bank’s 
monetary policy should be maintenance of the value of 
the renminbi. Since 1993, the renminbi has shown 
substantial instability. This has been manifested largely 
in the beginning of release in 1993 of potential infla- 
tionary factors built up over the past several years. The 
commodity price index has climbed month by month, 
the price inflation rate for the year reaching 13 percent. 


In order to stabilize the currency, during the second half 
of 1993 the central bank initiated a somewhat tighter 
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money policy. Because of the inertia of high speed 
economic development, considerable demand pressure 
continued to be exerted on the size of the money supply 
continued in 1994. Most of this pressure came from the 
following: 1) Currency demand from cumula- 
tive expansion of investment. Since 1992, the scale of 
investment in fixed social assets has expanded abruptly. 
Estimates for state-owned units alone show 1.32 trillion 
yuan worth of work on construction projects at the end 
of 1993. Local governments also had a huge investment 
in fixed assets under construction. In addition, com- 
pleted fixed assets investment projects required addi- 
tional working capital to go into operation. All this 
created strong currency demand. 2) Currency demand 
from economic growth. China’s economy is developing 
at a 9 to 10 percent rate. Maintenance of economic 
growth requires corresponding growth of the money 
supply. 3) The taxation, foreign exchange, and price 
reforms inaugurated in 1994 will also generate a certain 
amount of demand on the currency supply. Price 
increases and the purchase of equal quantities of com- 
modities require more currency. In order to stabilize 
prices and provide for economic growth under these 
circumstances, the Central Bank had no choice but to 
adopt a more judicious currency policy. 


During the intermediate and long range, the Central 
Bank will continue a conservative monetary policy. In 
the course of China’s economic system reform, prices 
have risen for several years. In 1993, prices increased 13 
percent, the second highest rate for any year. Both 
theoretical analysis and empirical study show that when 
the value of the currency is unstable, prices rise. This is 
because the country’s money supply increases too fast, 
greatly exceeding GNP growth for the same period. For 
example, the year of greatest increase in My during the 
past 10 years was 1984 at 49.5 percent. In 1988, it was 
46.7 percent; in 1992, it was 36.5 percent; and in 1993 
M, increased 35.3 percent. These were also the years 
when prices rose in China. Analysis of the M, annual 
growth rate shows a 28.9, 26.3, 31.39, and 24 percent 
rate of increase from 1990 through 1993. The GNP 
growth rate for the same years was 5.9, 7.3, 13, and 13 
percent. The overly rapid growth of the currency supply 
for several years in a row led to economic overheating 
and price rises, which ultimately damaged economic 
stability. Once again, the country had to tighten the 
money supply in order to restrain overly rapid economic 
growth and price rises. This caused large cyclical fluctu- 
ations in economic growth, and generated a negative 
effect on long-term, stable growth of the national 
economy. 


Currency supply increased as the economy grew and 
commodity circulation expanded. If the money supply 
had been controlled within the limits of demand 
required for economic growth and monetarization of the 
economy, there would have been no inflation. However, 
in order to take advantage of the primary driving force of 
money in economic development, the government 
increased the money supply by a reasonable amount to 
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spur faster development of the economy as the develop- 
ment process in numerous countries showed it would do. 
However, the prerequisite is controlling inflation within 
the limits that the public can bear. 

Given such a monetary policy orientation, if the Chinese 
public can bear an approximately 5 percent rate of 
increase in prices, and if monetarization of the economy 
increases currency demand by between approximately 3 
and 4 percent as experience suggests, in order to main- 
tain a 10 percent national economic growth rate, 
increase in the money supply will have to be maintained 
around 20 percent. This is the only way to ensure 
long-term, steady growth of the national economy. It 
may be anticipated that the Central Bank will continue 
to pursue a conservative monetary policy. 


Analysis of stock market trends in recent years shows the 
stock market as being very small in size at first. Just 
small inputs or withdrawals of money could cause enor- 
mous swings in the stock market. There was little con- 
nection between the stock market’s development orien- 
tation and changes in monetary policy. However, 
following great expansion of the stock market during the 
past two years, the stock market is now inherently linked 
to national economic growth. The expansionary mone- 
tary policy and the tremendous stock market rise during 
1992 and the first half of 1993, and the sustained 
somewhat tight money policy and the sustained decline 
in the stock market since the first half of 1993 are cause 
and effect relationships. 


Analysis of the long-term trend of the stock market 
shows that so long as a somewhat tight money policy is 
pursued, the stock market will face a severe shortage of 
money. This will be particularly true during the phase of 
evolution from a loose money to a tight money policy. 
On the one hand, a tightened money policy spurs banks 
to increase their money holdings. The amount of liquid 
currency decreases, and the multiplier effect of credit 
creation decreases many times over the supply of money 
in society. On the other hand, overly high economic 
growth and price rises cannot be brought down in a short 
period. Maintenance of production generates more 
demand for money. Thus, every industry experiences a 
money shortage; funds for investment in the stock 
market inevitably decline. 


Furthermore, during the current stage of China’s eco- 
nomic development, not only is the shortage of capital a 
long-standing problem, but putting money into the stock 
market is a change from credit assets to capital assets. 
This will require a major change; it will take time. The 
national credit balance sheet for 1993 shows that, with 
respect to the comparison of sources of funds with use of 
funds, enterprises had savings of 767.162 billion yuan 
and credit of 1.851 trillion yuan, the ratio between 
savings and credit being 1:2.;41. Enterprises’ savings 
derived mostly from credit. When regulations do not 
permit the use of credit funds for stock speculation, 
enterprises have very little funds to invest in the stock 
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market. Analysis in terms of the development trends 
shows that only after enterprises have ample capital, 
improve the make-up of their assets, and lower their debt 
level during the process of building a modern enterprise 
system can they have more funds to invest in the stock 
market. But this requires a fairly long process. 


On the national credit balance sheet, savings are on the 
net supply side. As of the end of 1993, these were figured 
at 1.118758 trillion yuan, which was 5.07 times the 
amount of bank capital. Funds for enterprises’ invest- 
ment in the stock market must come mostly from this 
source. The source of these funds was mostly consump- 
tion fund accumulations. They had high convertibility 
with consumption funds. The amount that could be 
directly invested in the stock market was only a small 
portion. Moreover, the steady fall in the stock market for 
more than a year hurt public understanding of invest- 
ment sense, which was in the rudimentary stage anyway, 
and it also damaged public interest in stock market 
investment. For a long time to come, the stock market 
- ad maintain balance in the flow of funds at a low 
evel. 


3. Role of Stock Market Development Policy 


The policy factor having the most direct affect on the 
stock market is none other than market development 
and operation policy. Nowadays, investors frequently 
blame mostly policy changes, policy accommodations, 
and government issuance of conflicting instructions for 
abnormal fluctuations in the stock market. This is, in 
fact, the reason. In the stock market, one may frequently 
see certifying units issuing orders against indiscriminate 
rationing of shares, but listing corporations doing as they 
please, forwarding shares for later rationing, thereby 
expanding the number of rationed shares. When state- 
owned assets control units direct holders of state-owned 
share rights to use their big shareholder position to veto 
share rationing schemes during times when the state is 
unable to put up capital for share rationing, some listing 
corporations may sometimes inaugurate share rationing 
rights plans for state-owned shares. No sooner than a tax 
bureau rules that share transfers are exempt from pay- 
ment of the property income tax than another ruling on 
taxation of share dividends is suddenly issued. What 
with the frequent changes in policy, government issuing 
conflicting orders, and policy accommodations, inves- 
tors frequently do not know what course to follow. 
Nowadays, investors seem to have contracted a “dread 
for holding shares on weekends.” Every weekend, they 
get rid of their shares in order to avoid a loss of profits 


because of policies. 


Why is it difficult to obtain anticipated results from 
policy regulation and control of the stock market? Why 
do policies change 30 frequently and why are they so 
conflicting? Why are policy accommodations so fre- 
quent? To attribute these problems simplistically to 
government department and individual incompetence is 
to fail to understand the essence of the problem, nor does 
it help solve real problems. 
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In the stock market, a combination of expectations 
determine the direction in which the market goes. Of all 
these expectations, the most basic one is listing corpora- 
tions’ expected performance. The commodities that 
listing corporations produce have use value; thus, all one 
need do is look at the corporation’s production situation 
and sales situation to make a pretty good prediction 
about performance. Macroeconomic expectations are 
also fairly predictable. GNP growth and changes in the 
money supply are both fairly predictable. The degree of 
fluctuation in expectations may also be not too great; 
otherwise, the unpredictability of expected stock market 

will be greatest. Stock shares are only a 
capital certificate in paper form. Their use value derives 
solely from gaining anticipated returns, and anticipated 
returns depend, in turn, on a combination of expecta- 
tions. The intensifier role of expectations increases the 
unpredictability of stock market expectations. This 
increases difficulties for policy regulation and control. 


1. The timing of stock market policies is very important. 
For example, although it makes some difference in the 
macroeconomy whether a tight money policy is adopted 
in January or March, the difference is not too great. 
However, when a “four nos” policy is inaugurated for 
the stock market, the effect is very much different 
whether it is inaugurated in January or March. 


2. Stock market policies cannot be reversed easily. In 
other industries, if a policy does not work and is changed 
at once, a slight ripple may result. In the stock market, 
however, a policy reversal may change the market out- 
look, thereby setting off a great disturbance that 
adversely affects market stability. 


3. The effect of stock market policies continues for a long 
time. For example, the policy fall out from the country’s 
policy of using small enterprises as test sites for early 
experiments with the share system still affect the stock 
market. In the stock market, an expedient policy deemed 
workable at the time may frequently become a serious 
obstacle to subsequent policy improvements. 


China is currently in a period of change to a market 
economy. In view of the special circumstances of the 
country’s economic development, mature things from 
outside the country cannot be applied mechanically 
inside China. We have to feel our way as we go. The 
amount of shock from policy changes can only be 
decreased as time goes by. 


In the stock market, policies remain the means for 
keeping the rights and interests of all in balance. Changes 
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economic development of every jurisdiction. In addi- 
tion, are issued in China, the number of 
Seni temedail aan an edilieianainaan ine ented 
policy tion of the macroeconomy. How to use 
a piece of such a big cake has become a 


Sect gualin teen overvana wantin bs tnpinn to tes 
Moreover, sometimes, the interests of specific individual 


have documents too. Ultimately, shifts in the balance of 
power of interest groups create policy changes or policy 
accommodations. 

One might say that unless government departments and 
governments at all levels are divorced from the direct 


policy accommodations will continue. This state of 
affairs will disappear only as the national economic 
control system is improved and reformed to meet the 
needs of the market economy. Today, people are hoping 
for the appearance of a “Government Securities Code” 
and associated laws and regulations. However, history 
tells us that difficulties in enforcing laws are even 
= Investors should be psychologically prepared for 
is. 


Stock Market Readiness for Foreign Capital 
Questioned 


95CE0028A Beijing ZHONGGUO XINXI BAO 
in Chinese 16 Sep 94 p 2 


[Article by Jian Hua (7003 0553): “Admit Foreign 
Capital into Stock Market With Caution”) 


[FBIS Translated Text] With the abolition of the dual 
exchange rate system earlier this year paving the way for 
the merging of A shares and B shares, one senses that the 
entry of foreign capital into China’s stock market is only 
a matter of time. The move to set up fund management 
companies as Sino-foreign joint ventures on a trial basis 
and efforts to attract foreign funds to invest in China’s A 
shares market only make it more inevitable that Chinese 
and foreign securities traders will soon be working side 
by side. When that comes to pass, the Chinese stock 
market will attract a direct and endless flow of foreign 


money. 


In September 1993 a delegation of 30 fund managers 
from the West headed by the world-famous J.P. Morgan 
banking group came to China on a study mission. In 
October the banking firm came out with the “Report on 
the J.P. Morgan Visit to China” which concludes that 
China will be the most profitable place in the entire 
world in the next decade. That same month J.P. Morgan 





This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 














30 ECONOMIC 


“landed on the Chinese shore” by registering as “Shen- 
zhen Morgan Investment Company, Ltd.” in Shenzhen. 
Salomon Brothers Inc., which was actively involved in 
China’s first bond issue overseas worth $1 billion, for- 
mally opened a representative office in Beijing known as 
the Salomon China Company, Ltd. in recent days. 
Reportedly Salomon China Company is the fourth inde- 
pendent financial center, after those in New York, 
London, and Tokyo, set up by the world’s leading 
investment bank and securities company. Ever since the 
Japanese Government announced that Japanese funds 
would be allowed to invest overseas starting last March, 
Japan has been caught in an invest-in-Chinese-stocks 
fever. With Nomura Securities taking the lead, Japanese 
funds are all set to increase the share of their investments 
in the Chinese stock market. Reports say that interna- 
tional investment funds armed with tens of billions of 
dollars are eyeing China covetously, eager to invest in it 
through the stock market. The move by Chinese stock 
exchanges to attract foreign funds to invest in the A 
shares market on a trial basis indicates that the door to 
the Chinese market is now slightly open. 


Dividing the stock market into A shares and B shares for 
a prolonged period will cause many problems. In the long 
haul, therefore, the two markets must be merged. But 
there is one most fundamental prerequisite: a freely 
convertible renminbi. The foreign investor would be 
willing to invest in stocks denominated in the Chinese 
currency only when he can freely convert his profits into 
hard currency. According to business insiders, if China 
wants to accelerate the internationalization of its stock 
market at a time when merging A and B shares seems 
fraught with difficulties, the internationalization of B 
shares provides a way out. 


The government has taken a series of steps to turn the 
situation around. With a view toward broadening the 
scale of B shares, the agency in charge has issued $1 
billion worth of stock this year. The B shares market was 
opened to overseas Chinese. A second batch of B shares 
companies began trading on the Hong Kong stock 
market. Meanwhile, a second group of 22 state enter- 
prises were given permission to trade on stock markets 
overseas. Harris, a vice chairman of Merrill Lynch 
International, the U.S. company, had high praise for 
these developments, saying, “When more and more B 
shares companies are traded on the market, it would help 
facilitate the entry of foreign investors into the Chinese 
market.” 


The surge of foreign capital into the Chinese stock 
market is a double-edged sword, presenting both a chal- 
lenge and an opportunity, both risks and profits. When 
well-intentioned people swing open the door to warmly 
welcome the flood of foreign capital, they often have no 
knowledge of the way floating capital from Europe and 
the United States causes trouble on the stock market or 
the way it may throw a fledgling market into enormous 
turmoil. Asian stock markets took a heavy beating in the 
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hands of Western capital late last year and early this 
year. That should drive home the point that foreign 
capital is hard to deal with. 


A review of the trends on stock markets in major 
financial nations as well as those in Asia makes it clear 
that the world is currently awash in “hot money.” 
According to statistics, a total of $2,354 billion (in 1993 
prices) was poured into stock markets around the world 
last year alone, equivalent to the sum of the GNP of the 
United States and France. According to data compiled 
by an economic research institute in Japan, a whopping 
$10.8 billion flowed from the United States to Asian 
stock markets in 1993 even as Japan invested $5.3 
billion in those same markets. Such hot money, which 
has been making waves on budding stock markets 
around the world, is often highly speculative and may 
enter or exit a market anytime. 


Foreign institutional investors, particularly investment 
funds, are typically well-heeled to the tune of hundreds 
of millions of dollars. If a local stock market is misman- 
aged or if foreign capital is not strictly regulated, oppor- 
tunistic foreign investors will feel right at home and are 
bound to cause major disruptions to the stock market. 
“‘When foreign capital sneezes, the stock market catches 
a cold.” This is an ironclad fact. Already loud complaints 
are being heard on Asian’s up-and-coming stock mar- 
kets: “Foreigners have caused the value of our stocks to 
drop 50 percent. Keep them out from now on!” 


It may seem overly cynical to describe foreign capital as 
“the weasel going to pay its respects to the hen—not with 
the best of intentions.” On the other hand, it is obviously 
naive to expect foreign capital to “stand together 
through thick and thin” with the small-time stockholder. 
Securities are the wave of the future on the global capital 
market and the internationalization of the stock market 
is the trend of the times. Closing the door to the stock 
market and “throwing out the baby with the bath-water” 
certainly will not serve any purpose. But we must be 
Vigilant against speculative international floating capital 
wreaking havoc with China’s securities market when we 
open up the stock market. 


Merging A shares and B shares and allowing foreign 
securities traders to be full-fledged stockbrokers in China 
belong in the future. For now, though, people charged 
with stock market management are facing a tough 
choice: Should they wait until the stock market matures 
before admitting foreign capital or should foreign capital 
be allowed in now to help mature the stock market? 


Commentary Views F Ex S 
: tary oreign Exchange System 


94CE0744A Beijing JINGJI YU GUANLI YANJIU 
[RESEARCH ON ECONOMICS AND 
MANAGEMENT] in Chinese No 4, 8 Aug 94 pp 25-27 


{Article by Pu Yan (3450 8518), Beijing Economics 
Academy: “Evaluation of China’s Foreign Exchange 
Control System Reform”] 
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[FBIS Translated Text] The year 1994 has been a year of 
intensive reform of China’s economic system. The first 
of the several principal reforms to be inaugurated at the 
beginning of the new year was the foreign exchange 
control system reform. The main ingredients of this 
reform were as follows: merging of exchange rates, insti- 
tuting a single, managed floating exchange rate based on 
market supply and demand; institution of a bank 
exchange settlement and exchange sale system, abol- 
ishing the former foreign exchange retention and turning 
over of foreign exchange to the state; establishment of an 
interbank foreign exchange trading market to improve 
the exchange rate formation mechanism; prohibition of 
pricing in foreign currency, settlements in foreign cur- 
rency, and circulation of foreign currency inside China, 
and halting the issuance of renminbi foreign currency 
exchange certifications; improvement and perfection of 
exchange receipt and payment write-off control; institu- 
tion of renminbi convertibility for current accounts; 
cancellation of foreign exchange receipt and payment 
command-style plans, the state employing primarily eco- 
nomic and legal methods for macroeconomic regulation 
and control of foreign exchange and international bal- 
ance of payments. 


This further reform of China’s foreign exchange control 
system attracted widespread attention both at home and 
abroad. Many people felt that inauguration of a new 
foreign exchange system was both extremely timely and 
necessary, but others maintained a wait-and-see, or even 
a doubtful attitude. They felt that this new plan would be 
very difficult to put into effect, or that it might even 
cause tremendous exchange rate fluctuations, and lead to 
a series of chain reactions. The economy might be 
damaged beyond repair. However, after half a year, 
practice has showed marked achievements and conspic- 
uous results from reform. 


First has been the stabilization of renminbi exchange 
rates. During the past half year, the renminbi rate 
exchange has stabilized at about $1 to 8.70 yuan ren- 
minbi, holding steady around the 1993 swap market 
exchange rate. This means that institution of a market 
supply and demand-based, single, managed fluctuating 
exchange rate system has reversed the serious disorder in 
the country’s foreign exchange markets, has stabilized 
exchange rates, has blocked the channels through which 
foreign exchange speculation is conducted, has protected 
the reputation of the renminbi, and has ensured the just 
rights and interests of the country, enterprises, and 
residents. 


Second, the foreign exchange receipts and disbursements 
situation has improved, foreign exchange reserves 
increasing. Before reform, the country’s foreign 
exchange reserves, i.e., the country’s spot exchange bal- 
ance did not consist entirely of foreign exchange that the 
central bank purchased outright, but foreign exchange 
under unified state control that enterprises produced 
from exports following settlement at the posted price. 
Approximately half of it was an enterprise and local 
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government “line.” Ordinarily, enterprises and local 
government could buy back this “line” at any time to 
make payments abroad, or they could use their priority 
use rights to sell it to other enterprises on the swap 
markets. Even the foreign exchange quota turned over to 
the central government was not a reserve, because a 
portion of it was used to provide for central government 
departments’ current foreign exchange expenditures. It 
was for this reason that the country’s foreign exchange 
reserves at the end of December 1993 were sufficient to 
pay for only two months of imports. They had fallen 
below the warning line. Now, thanks to the elimination 
of foreign exchange retention and payments to the state, 
foreign exchange receipts obtained through the settle- 
ment of exchange are transferred to foreign exchange 
accounts as applicable regulations provide and through 
appropriate channels to become a part of government 
foreign exchange reserves. Thus, the government’s for- 
eign exchange reserves rose markedly during the first 
quarter. During the first month of 1994, the govern- 
ment’s foreign exchange reserves increased by $6 billion 
reaching $27.2 billion. At the same time, foreign 
exchange control system reform spurred development of 
the country’s foreign trade. A heartening favorable bal- 
ance of foreign trade occurred during the first half of 
1994 in a reversal of the country’s longstanding adverse 
foreign trade balance. This not only reflected a turn for 
the better in the country’s foreign exchange balance, but 
also reflected a change in the development of domestic 
production. 


Third, reform has spurred an expansion of foreign trade. 
The transitional measures that are part of the new 
foreign exchange control system reform provide major 
support for the perfection of reform and the smooth 
meshing of the old and the new system. The first quarter 
of 1994 was a meshing period for the old and the new 
systems, i.e., a transitional period. During this period, 
some former methods continued in use. For example, the 
existing foreign exchange swap markets continued to 
operate. After eliminating individual traders, foreign 
exchange swaps were conducted by designated banks and 
agents of other financial institutions engaged in the 
foreign exchange business. In addition, enterprises could 
continue to use their retained foreign exchange balances, 
and buy foreign exchange from banks upon presentation 
of a quota allocation requisition. Chinese-owned institu- 
tions inside China who have retained foreign exchange, 
or foreign exchange book entry accounts use their own 
retained foreign exchange or book entry account foreign 
exchange first. If they do not have retained foreign 
exchange and book entry foreign exchange, or if it is 
insufficient, they may apply to the State Administration 
of Exchange Control. Following approval, they may have 
a designated foreign exchange bank or other financial 
institution dealing in foreign exchange to buy foreign 
exchange in the foreign exchange swap market and set up 
a foreign exchange account from which payments may be 
made. Thus, even though foreign exchange swap markets 
still exist, business concerns are no longer the main 
entities in these markets, but rather designated foreign 
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exchange banks and other financial institutions dealing 
in foreign exchange. These measures played a definite 
role in supporting and promoting the smooth meshing of 
the new and the old systems, and in the normal devel- 
opment of domestic production and foreign trade. With 
the end of the transitional period, on 4 April Shanghai 
formally established a “Chinese Foreign Exchange 
Trading Center,” i.e., a new foreign exchange market, 
which enables the country’s financial reform to take 
another large step forward. In addition, foreign exchange 
swap centers will continue to exist to accommodate the 
foreign exchange transactions of the three kinds of 
partially or wholly foreign-owned enterprises. Book 
entry accounts will also be retained. 


Fourth is further movement toward general interna- 
tional practice. The new exchange rate system not only 
meets the country’s need for steady intensification of 
reform and opening to the outside world, but also reflects 
the need to build a socialist market economy system. In 
addition, it is in keeping with International Monetary 
Fund and GATT member nation and signatory party 
currency exchange provisions. The delegates from all 
countries fully affirmed this at the Sixteenth Meeting of 
the GATT China Work Team 


However, while achieving market success in putting the 
new foreign exchange control system reforms into effect, 
some new problems have also showed up. 


First, as the main entities in foreign exchange trading 
markets, the designated foreign exchange banks carried 
too heavy a burden during the transition period. Take 
just the Bank of China, for example. Not only did it do 
the technical processing work for foreign exchange cer- 
tificate accounts, special renminbi accounts, and foreign 
exchange certificate cash accounts, and completed work 
on the setting up of foreign exchange book entry 
accounts for exporting enterprises, but it also did a large 
amount of foreign exchange examination and approval 
work. Some work of a policy nature also fell on the 
bank’s shoulders. Thus, not only did the amount of its 
work increase, but the work was also more taxing than 
before. In addition, because of different interpretations 
of applicable articles of the new system, in the process of 
putting the system into effect—particularly in day to day 
operation—people were at a loss as to what to do since 
they had no guidelines to follow, or because of contra- 
dictions with previous regulations. 


Here we are concerned primarily with the banks’ func- 
tions and professional problems. Major ingredients in 
China’s financial system reform are the establishment of 
the central bank’s macroeconomic regulation and con- 
trol position, setting up policy banks, and separating 
business of a policy nature from business of a commer- 
cial nature to enable the gradual transformation of the 
existing national specialized banks into commercial 
banks. Even though policy banks have been set up, they 


have only just begun to operate. Consequently, they are 
experiencing a certain amount of difficulties with funds, 
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organization, cadres, and facilities. Normal operation 
will require a process. Therefore, in the process of 
transition from specialized banks to commercial banks, 
the separation of policy business from commercial busi- 
ness will require a transitional period. Let us take the 
Bank of China as an example once again. The separation 
of policy business and commercial business will have an 
effect on banks and enterprises inside China and abroad. 
This is because not only are their agreements, contacts, 
and creditor and debtor relations among them, but there 
are also problems with economic returns from projects. 
Such complex economic relationships naturally cannot 
be dealt with simply. A gradual and orderly professional 
separation must be conducted in the course of strength- 
ening coordination with China’s central bank. Standard- 
ization and institutionalization must be conducted 
quickly for better management and operation. This gives 
rise, in turn, to the problem of building a legal system. 


Second, more work is required on foreign exchange 
control laws and regulations. A market economy is a 
legal system economy, and the more mature a market 
economy, the more perfect the legal system. In a certain 
sense, the process of developing a socialist market 
economy system is also a process of building a legal 
system. However, some people separate practice and the 
building of a legal system. They feel that the two should 
be handled in sequence. If an analogy is drawn in which 
practice in reform is water, and laws, regulations, and the 
legal system are ditches, some people feel that when the 
water arrives ditches will form by themselves. Others feel 
that the ditches should be built before the water is 
released. However, I feel that letting the water form its 
own ditches and building ditches before releasing the 
water need not be juxtaposed. The two are closely related 
parts of a whole. Without practice in reform, there can be 
no perfection of the legal system. At the same time, 
without a sound legal system, there can be no fruits from 
reform. The two must promote each other in order to 
attain a unified whole. Banking requires a complete 
system of laws, and reform of the foreign exchange 
control system likewise requires laws and regulations to 
provide guidance and support. Otherwise, the merging of 
exchange rates and the building of new foreign exchange 
markets will not work, or we may return to the old 
disastrous road of a foreign exchange rate “double track 
system,” Ps track system.” In addition, with the 
appearance of new problems in the course of practice, 
applicable systems and measures must have a certain 
elasticity. Departments in charge must improve ability 
So Calnay to laine, ond & candest better os that eater 
can move ahead smoothly. 


Third, the state will continue buying and selling foreign 
exchange during the transitional stage. The State Admin- 
istration for Exchange Control exercises highly central- 
ized control over this. During this period, after a bank 
buys foreign exchange from the State Administration for 
Foreign Exchange Control for enterprises payments of 
foreign exchange abroad and for book entry accounts, it 
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will settle foreign exchange with enterprises as regula- 
tions require, and handle payments abroad. After 
approval by the State Administration for Foreign 
Exchange Control of foreign exchange for other than 
book entry accounts, the bank will settle foreign 
exchange with the enterprise and take care of the pay- 
ments abroad. Renminbi from the enterprise for the 
purchase of foreign exchange must be turned over to the 
People’s Bank. Even though exchange rates have 
remained quite stable under strict control of the State 
Administration for Foreign Exchange Control, since the 
supply of foteign exchange cannot meet the demand for 
foreign exchange, enterprises requirements for foreign 
exchange cannot be met. Thus, their right to make their 
own business decisions tends to be weakened. First, the 
shortage of foreign exchange means funds are lacking to 
develop production. In addition, imported goods 


development of national industry. 

To deal with the above problems, I believe that we must 
first establish a basic principle that a market economy 
must apply the laws of value and use the competition 
mechanism to develop production and foreign trade. 
Because of the country’s small amount of foreign 
exchange holdings and fiscal deficits, the government 


short supply in China today, we must diligently apply 
current policies and interest rate policies to regulate 
demand for foreign exchange so that the ial feature 
of this new exchange rate system by which ; 

ship between foreign exchange market supply and 
demand serves as the main basis for setting exchange 
rates” is fully expressed. In this way exchange rates will 
truly reflect the degree of scarcity of the country’s foreign 
exchange resources, and limited foreign will do 
more to promote development of the economy. At the 


ibility of the renminbi and indirect government regula- 
tion of exchange rates. 


developing country having a weak economic 
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and the issuance of foreign exchange 
was instituted i é in many places. Foreigners i i 
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Corporate Shares in Multi-Share System Viewed 


94CE0742A Beijing CAIZHENG YANJIU 
[FINANCIAL RESEARCH] in Chinese No 7, 
5 Jul 94 pp 25, 26-29 


[Article by Dong Fan (5516 5603) and Zhang Qi (1728 
1142), Xianning Municipal Government Finance 
Bureau, Hubei Province: “A Study of Various Problems 
With Corporate Shares in the Share System Transforma- 
tion Process”} 

[FBIS Translated Text] In the process of transforming 
the country’s share system, controversy has existed for a 
long time among theoreticians about the rationale for 
corporate shares, about the definition of equity rights of 
corporate shares, and about the circulation and transfer 
of possession of corporate shares. This controversy stems 
from the different investment entities existing in the 
country. Stock ownership rights may be one of four 
different kinds: state-owned shares, corporate shares, 
individual shares, or foreign-owned shares. Corporate 
shares means shares distributed according to law to 
corporate persons in an enterprise on the basis of their 
investment in the corporation, or shares issued to entre- 
preneurial units and social groups having corporate 
status on the basis of their investment of assets in a 
corporation that the state permits to be used in operating 


1. On the Rationale for Corporate Shares 


Controversy has always existed among theoreticians 
about the rationale for corporate shares during the 
process of transforming China’s state-owned enterprise 
share system. Some scholars disapprove of corporate 
shares for the following reasons: First, the investor in 
state-owned enterprises is the state. On the basis of the 
“benefits to the investor” principle, all profits resulting 
from investment should also belong to the state. 
Although enterprises retain after-tax profits, the enter- 

prise only exercises management rights (apportionment 
and use) of the profits. It does not have ownership rights. 


inserts of other sharcholders eal prevent the occer 





The state may not take them back without payment of 


compensation. The of separating ownership 
rights and operating rights lies in the fostering of a new 


each enjoy rights, each has responsibilities, and the state, 
enterprises, and laborers all benefit. If an enterprise's 
after-tax profits were also to be paid to the state, how can 
the goal of separating ownership rights from operating 
rights be realized? 
2. Corporate rights will not lead to problems with 
public benefit for private gain.” Actually, 
“public benefit” includes state-owned assets, and it also 
includes assets that enterprises form with their own 
funds following expansion of their authority. Apportion- 
ment of assets included in the “public benefit” that 
belong to an enterprise in the first place does no damage 
to state-owned assets. On the contrary, if assets 
belonging to enterprises are comingled with state-owned 
assets for a long time, does not this amount to state 
expropriation of enterprises’ assets? 


3. Corporate shares will not necessarily lead to rights 
infringements by other shareholders. So long as a fair 
ownership relationship between corporate shareholders 
and other shareholders is maintained, a reasonable 
number of shares are set for corporate ownership, and 
supervision and management are improved, infringe- 
eS 
avo: 


Given China’s present circumstances, we believe that the 
above worries are unnecessary. Corporate shares will not 
only not produce the above negative effects, they may 
produce numerous positive effects: 


1. The corporate share set up creates important condi- 
tions for the transformation of the share system in 
state-owned enterprises. The share system is based on 
the founding of a pluralistic equity rights structure. 
Under the former planned economy system, the assets of 
state-owned enterprises derived entirely from state 
investment. Enterprises’ profits had to be turned over to 
the state in its entirety. State-owned enterprises were sole 
proprietorships of the state in which an enterprise’s 
property ownership rights and operating rights were part 
of a single state property rights system. Since the advent 
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of reform and opening to the outside world, and partic- 
ularly since reform of the contract system, China’s 
state-owned enterprises have obtained some autonomy 
in production and management. They have gradually 
accumulated some assets of their own that are distinct 
from state-owned assets. Nevertheless, these assets have 
always been implicitly a part of state-owned assets. 
Property rights relations have never been spelled out in 
law. If the establishment of corporate shares will make 
people realize that an enterprise’s own assets are distinct 
from state-owned assets, that will further stimulate a 
change from the singular property rights relationship to a 
plural property rights relationship, thereby fostering 
enterprise vitality from the ownership angle. 


2. Establishment of corporate shares can clarify the 
administrative relationship between the state and enter- 
prises. It can rouse the collective production and man- 
agement initiative, the enthusiasm, and the creativity of 
enterprises’ staff members and workers. The long- 
standing failure to clarify enterprises’ property rights 
relationships whereby the state owns the property and 
enterprises have the right to operate the property has 
muddled the relationship between enterprises and the 
state in the distribution of benefits from production. 
Responsibilities, rights, and profits are not clear. This 
has repressed the initiative, enthusiasm, and creativity 
of enterprises’ staff members and workers in production 
and management. Since reform and opening to the 
outside world, the state and enterprises have instituted a 
distribution system for dividing up profits, profit reten- 
tion, and contacting of profits in an effort to clarify the 
boundary line between the state’s and enterprises’ inter- 
ests. For various reasons, however, this system has not 
led to normalization and rationalization of the distribu- 
tion of benefits between the state and enterprises. Estab- 
lishment of corporate shares will acknowledge in law that 
enterprises’ own assets belong to enterprises, thereby 
changing the single ownership structure of state-owned 
enterprises. Thus, the staff members and workers of 
enterprises will collectively become the owners and oper- 
ators of enterprises’ own assets, and will enjoy according 
to law returns that some assets bring. The economic 
relationship between the state and enterprise will then be 
able to move gradually toward normalization. This is 
bound to strengthen enterprises’ motivation mecha- 
nisms and stir the zeal of the rank and file of staff 
members and workers. 


3. Establishment of corporate shares can effectively 
restrain enterprises’ short-term behavior. Under the 
planned economy system, because enterprises’ property 
rights relationships were unclear, and because state mac- 
roeconomic regulation and control was not vigorous, 
enterprises’ short-term behavior was a serious problem. 
Establishment of corporate shares will permit a change 
in enterprises’ funds supply system from investment 
solely by the state to a plural funds supply system of joint 
investment by the state, enterprises, individuals, and 
even foreign traders. The make-up of enterprises’ prop- 
erty will also change from nothing but state property to 
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the co-existence of state property, enterprise corporate 
property, public property, and even foreign trader prop- 
erty. Thus, the property relationships in enterprises will 
no longer be muddled; they will be clarified. Enterprises 
will act on the basis of what benefits their own existence 
and development. They will consider how to invest and 
manage on the basis of their long-term and overall 
interests. Thus, the occurrence of enterprise short-term 
behavior will be avoided. 


and the Establishment of 


The definition of corporate share property rights is a 
sticking point in the transformation of the share system. 
Corporate shares represent corporate property. Specifi- 
cally, corporate property means the assets that enter- 
prises have accumulated using their after-tax profits 
since the institution of after-tax profit retention. How- 
ever, since there is no clear-cut property rights demarca- 
tion line between corporate property and state property, 
the boundary between the property rights that state- 
owned shares represent and corporate shares represent is 
blurred. The definition of property rights is not easily 
solved problem having strong theoretical and policy 
overtones. Here we will make a preliminary exploration 
of the definition of enterprises’ assets property rights 
that is based on the principle of “the need both to 
safeguard the legal rights and interests of the owners of 
state-owned assets, and not to infringe the legal rights 
and interests of the owners of other assets.” 


1. Determination of Property Rights of Assets Resulting 
From Enterprise Loans. In 1979, a two track system 
whereby state inputs of working capital into enterprises 
came from the treasury and banks was changed to a 
single track system in which only banks supplied the 
funds. This resulted in the formation of assets resulting 
from bank loans among enterprises’ assets. Defining the 
property rights to such assets should, we believe, follow 
the principle of “ownership rights belong to whoever 
made the decision to take out the loan and bore the 
responsibility for repayment of principal and interest.” 
In cases where loans have not yet been repaid, since the 
loans were obtained on the basis of the good faith and 
credit of state-owned enterprises, and since either state- 
owned assets served as collateral or the department in 
charge of the enverprise making the loan guaranteed the 
loan, the state bearing risk for the loan, the assets 
resulting from the loan should belong to the state. After 
loans have been repaid, all assets formed from the lesser 
payment of taxes because of enterprise pre-tax loan 
repayments should belong to the state inasmuch as the 
source of funds for the assets was state tax revenues. 
Following the principal of “ownership and benefits to 
the investor,” the assets should more rightly belong to 
the state. Assets formed from after-tax loans should be 
deemed to be corporate property of the enterprise since 
it was the enterprise that decided to take out the loan, 
and it was the enterprise that bore the entire responsi- 
bility for loan repayment. If the decision to take out the 


Rights of Corporate Shares 
Rights Representatives 
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loan was made by the state, and if the state bore 
responsibility for repayment of principal and interest, 
the enterprise acting only in a client capacity in initiating 
the loan and bearing responsibility for its repayment, all 


The authors believe that the goal of the state in pursuing 
a tax reduction or remission policy toward an enterprise 
is to encourage and foster enterprise development, and 
to increase its ability to be responsible for its own 
operation, and for its own profits and losses, making it a 
relatively independent corporate person. Thus, the state 


The state has no so-called property rights over such 
assets either in name or in fact. In actual operation, 
ownership of such assets has been transferred to the 
enterprize; thus, it makes grater sense to deem such 
assets to be the corporate property of the enterprise. Let 
us also analyze this matter further from the legal angle. 
“Civil Code Regulations” provide that assets ownership 
rights are derived either from original acquisition or 
inheritance. Looked at from the angle of acquisition of 
ownership, enterprise appreciated assets resulting from 
tax reduction or remission are assets originally owned by 
the state that have been transferred to the ownership of 
an euterprise through the tax reduction or remission law. 
If such assets are deemed to be state-owned assets, 
should the added value assets of the three kinds of 
partially or wholly foreign-owned enterprises that have 
resulted from tax reduction or remission be deemed to 
be state-owned? Obviously, the answer is no. 

3. Determination of rights to assets resulting from 
bequests. Determination of ownership of assets resulting 
from bequests depends mostly on whether the 


controlled by an enterprise without specifically 
addressing the ownership rights issue, such assets are 
usually deemed to be state-owned. If the bequestor 
specifically stipulates that the bequest is to belong to the 


cannot be properly deemed to belong either to the state 
or to any individual staff member or worker (no matter 
that the value of the assets can be stated in terms of so 
much per individual). We believe that it is more reason- 
able to define the assets as corporately owned. After state 
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shares and corporate shares have been clearly defined, 
substantial controversy exists among theoreticians about 
who should control ownership rights of corporate shares. 
The problem of who represents the property rights of 
corporate shares is also a sticking point in the transfor- 
mation of the share system. Under the traditional 
planned economy system, ultimate ownership of after- 
tax retained profits resided in the people as a whole, the 
state being in charge of them as representative of the 
whole people. However, as economic system reform 
progresses and intensifies, in order for enterprises to 
become economic entities responsible for their own 
management decisions and responsible for their own 
profits and losses, the state has steadily expanded enter- 
prises autonomy, delegating authority and ceding rights 
to them. State policy also provides that enterprises’ 
after-tax profits are assets of enterprises themselves. All 
fixed assets resulting from investment of after-tax profits 
belong to the enterprise. Thus, after separation of the 
two authorities [state ownership and enterprise manage- 
ment authority], the assets of state-owned enterprises are 
of two kinds. One is state-owned assets stemming from 
state investment. The other is assets owned by the 
enterprise itself stemming mostly from enterprises’ after- 
tax profits. This results in a “two track assets system” in 
enterprises. Ownership of state-owned assets in this “two 
track assets system” must reside in the state. However, 
ownership of enterprises’ own assets is a matter of 
substantial controversy. Some people maintain that cor- 
porate shares belong collectively to the staff members 
and workers in an enterprise. The enterprise’s staff 
member and workers congress may control share rights. 
However, the assets that corporate shares represent have 
been formed by the accumulated excess labor of both 
present and past staff members and workers. They may 
not simplistically be deemed io belong collectively to 
present staff members and workers. Furthermore, an 
enterprise’s staff members and workers congress is a 
loose mass organization. It is neither an economic entity 
nor an independent aggregate corporation. It has no 
independent corporate status, nor can it independently 
exercise civil rights. Therefore, this view lacks founda- 
tion. Others suggest changing corporate shares to ‘‘state 
shares retained by enterprises,” enterprises exercising 
relative ownership, the state having ultimate ownership. 
In other words, ultimate ownership resides in the state, 
but the right to control the property that the corporate 
shares represent belongs to the enterprise. However, in 
actual operation, inasmuch as the state cannot dispose of 
such share rights, nor obtain any return from them, 
realization of this so-called ultimate ownership rights 
belonging to the state would be difficult. Still others 
suggest that corporate shares be under control of the 
enterprise plant manager or director. However, a plant 
manager or director is only the managing representative 
of the shareholders. He cannot become an independent 
controller of corporate share rights. Assigning enterprise 
personnel ownership of a specific number or fraction of 
shares is also difficult in theory and in practice. This is 
because the assets that corporate shares represent are the 
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extended products of labor of registered staff members 
and workers, transferred and separated staff members 
and workers, retired staff members and workers, and 
dead staff members and workers. They are a dynamic 
historical accumulation of the work of all staff members 
and workers. No individual has the right to regard them 
as his own. To assign them to individuals would lead to 
the privatization of collective assets. On the basis of this 
analysis, we believe that organization of an enterprise 
assets control committee made up of staff member and 
worker representatives selected by the plant manager, 
director, and the staff member and worker congress to be 
in control of the corporate shares makes more sense. 
Naturally, its specific make-up and form of operation 
will require further study. 


3. Problems in the Listing, Circulation, and Transfer of 
Corporate Shares 


Until such time as corporate shares are included in the 
securities turnover automatic quotation system (STAQ), 
enterprises listed on the Shenzhen and Shanghai securi- 
ties exchanges may only trade public shares. Corporate 
shares cannot circulate. Large quantities of shares sold to 
raise funds for specific purposes cannot circulate either. 
This means the quantity of shares that can circulate in 
exchange markets (secondary markets) is fairly low. 
Demand for shares is greater than supply; price quota- 
tions are skewed and inflated, some large private cus- 
tomers take the opportunity to link hands to manipulate 
the market, and excessive market speculation is serious. 
In addition, since public shares (including state-owned 
shares and corporate shares) may not be listed for 
circulation, neither corporate shares nor state-owned 
shares can appreciate much in value as a result of price 
differences on the primary and secondary markets. Nor 
can the shares be sold on the secondary circulation 
market to recover money tied up in them. This means 
that publicly owned assets cannot flow into enterprises 
making good returns through the transfer of share rights. 
This makes it difficult to improve returns from the 
operation of publicly owned assets, which leads in turn 
to stagnation in the allocation of publicly owned 
resources. In order to make low efficiency, low return 
publicly owned assets become efficient to bring about an 
optimum allocation of publicly owned resources, the 
state drew up “Trial Plan For Corporate Shares Circu- 
lation.” On 1 July 1992, it began trials in the STAQ 
system throughout the country. The first batch of enter- 
prises selected to participate as circulation pilot projects 
were the Hengtong Property Purchase Company Limited 
in Zhuhai, the Yuzhai Machine Company Limited in 
Guangxi, and Shudu Buildings Company Limited in 
Chengdu. Each of the three enterprises had raised more 
than 460 million yuan for production and construction 
from juridical persons in various places through the 
corporate share directional capital raising method [i.e., 
raising funds for a specific purpose]. The corporate share 
internal circulation pilot project succeeded. Since inves- 
tors in the corporate shares were mostly investment 
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experts who operated in a relatively standard way, 
working prices in the corporate share market remained 
stable, and trading was brisk. On 5 May 1993, trading 
volume reached 104.96 million yuan, breaking the 100 
million yuan market for the first time. On 6 May, trading 
volume exceeded 200 million yuan, and on 7 May, 
trading volume reached 270 million yuan. the profit rate 
of the corporate share market averaged about 19, far 
lower than the 70 to nearly 100 market profit rate for 
public shares in Shanghai and Shenzhen. Consequently, 
risks were less, and attractiveness of the shares to inves- 
tors was greater. The number of corporate share holders 
in the STAQ system increased steadily from the original 
2000 to more than 6,000 scattered in more than 20 
provinces, cities, and autonomous regions throughout 
the country. With development of the country’s corpo- 
rate share market, on 28 April 1993, the Chinese Secu- 
rities Exchange System Corporation (NET) began corpo- 
rate share trials. On 9 June, business began formally. 
Today, seven corporations in the system are listing 
corporate shares. This marks the initial formation of a 
secondary market in corporate shares. However, some 
problems also occurred in the corporate share listing and 
circulation process: 


1. Impact on individual shares. Thanks to corporate 
shares entry into the market, the returns of listing 
enterprises have been very good. Investors can get a 
fairly high return on their investment, market prices of 
corporate shares are relatively stable, the market profit 
rate is close to that of mature markets internationally, 
and investment risks are less. Consequently, corporate 
shares attract a large amount of money. This has caused 
a relative decrease in the flow of institutional funds into 
individual shares, and has suppressed, to a certain 
extent, trading in individual shares, which has caused a 
slide in individual share prices. The listing of corporate 
shares is a set task, and it is a job that must be done 
sooner or latter, but it cannot be done rashly. It must be 
done in a planned, step-by-step way, the secondary 
market gradually taking them in as its tolerance permits. 
Otherwise, stock market shock might easily occur or the 
entire share system transformation might fail. 


2. The question of whether private capital may enter 
corporate share secondary markets. Chinese law pro- 
vides: Only enterprises, institutions, and social groups 
located within the territory of the country that possess 
corporate status and effective registration may commis- 
sion a STAQ system member corporation representative 
to use the funds that they control to deal in corporate 
shares. Private persons are forbidden entry to corporate 
share secondary markets. In actual operation, however, 
some false collectives, and false joint ventures also enter 
corporate share secondary markets as qualified corpo- 
rate persons to buy and sell. This results in the privati- 
zation of public shares or the socialization of private 
shares. In long range terms, the transfer of corporate 
shares only among corporate persons, and the transfer of 
individual shares only among individual investors runs 
contrary to the principle of open markets and the share 
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of corporate shares, corporate share secondary markets 
have not developed normally, and some errors have 
occurred. In May 1993, state securities control agencies 
explicitly provided that until such time as pilot project 
procedures for corporate share circulation and transfer 
have been promulgated, examination and approval of 
the listing of new corporate shares is suspended. The 
inability to circulate new shares in secondary markets 
will directly affect corporations raising of funds for 
specific purposes in the primary market. It will be very 


the circulation of shares. Investors will also be unable to 
evaluate enterprises from changes in the status of corpo- 
rate shares in the stock market. This will directly affect 
investors’ investment choices, thereby ——e the 
legal rights and interests of investors. Therefore, the 
Chinese Securities Association and the National System 
Reform Committee should pay close attention to the 
formulation of “Corporate Share Circulation and 
Transfer Pilot Project Methods.” They should do a good 
job of examining and approving the listing of corporate 
shares. To the extent that all corporate share markets can 
tolerate it, more corporate shares should be gradually 
listed and circulated, and rational allocation of resources 
through the circulation of share rights should be allowed. 
In this way, the status of share system enterprises’ 
production and management can be expressed through 
the stock market. 


Article Views Credit Limit Management 


94CE0755A Beijing CAIMAO JINGJI [FINANCE 
AND TRADE ECONOMICS} in Chinese No 8, 
11 Aug 94 pp 39-42, 53 


[Article by Wang Weian (3760 4850 1344), Finance 
Department, Hangzhou University: “Credit Limit Man- 
agement and Currency Supply Regulation and Control”) 


JPRS-CAR-94-053 
8 November 1994 


{[FBIS Translated Text] Ever since 1984 when credit 
went out of control causing a loss of currency control, 
inflation has alternated with an economic slide. In some 
years the inflation rate remained high despite a market 
slump. Despite our efforts in many regards to effect 
comprehensive control for more than a decade, the 
situation today shows that China’s economy has yet to 
get out of its inflationary troubles. A decline in earnings 
of staff and workers on the front line of production, and 
even unemployment has followed on the heals of 
increasing :tate-owned enterprise losses. If these prob- 
lems remain unsolved, they may threaten social stability. 
Therefore, deep contemplation of the reasons for the loss 
of currency control, and a full summarization of the 
economic lessons of monetary regulation and control 
have become tasks that we cannot delay. 


1. Credit Limit Management Remains Paramount in 
Currency Regulation and Control Management Today 
We have continued into the present day the credit 
limitation management methods used under the tradi- 
tional system to manage currency regulation and control. 
The general procedures and methods used in this form of 
management are as follows: Beginning of the year plan- 
ning conferences and bank manager conferences set the 
total amount of credit and the amount of money to be 
issued for the year on the basis of national economic 
growth plans. After the conferences, and following State 
Council approval, the figures are formally published. 
Subsequently, acting on the basis of the State Council- 
approved total amount of credit, the People’s Bank head 
office sets credit limits for each of the specialized bank 
head offices. Then, within the credit limits that the 
People’s Bank has prescribed, each of the specialized 
bank head offices apportions sums level by level to its 
branches in various provinces and municipalities. The 
provincial and municipal branch banks apportion credit 
norms, in turn, to grass-roots level banks and offices. 
The credit norms handed down to each of the grass-roots 
level banks and offices, are in the nature of command 
plans that may not be exceeded under normal circum- 
stances. Thus, the limits of credit are controlled level by 
level in order to ensure that the total amount of credit 
decided upon at the beginning of the year is not exceeded 
in the middle or end of the year. This method of 
managing credit limits has been used as a method for 
regulating and controlling the money supply for more 
than 40 years. Leaving aside for the moment a discussion 
of the role of this form of management and its effective- 
ness in regulating and controlling the money supply, 
whether it is itself able to manage credit and the money 
supply is a matter of some doubt. Table 1 shows actual 
results in carrying out the country’s credit plans and 
money plans since 1981. This table shows a substantial 
difference between the credit plans and the money plans 
decided on at the beginning of each year, and the actual 
results at the end of the year. On average the figures show 
an annual issuance of credit 37 percent in excess of plan 
and an annual issuance of money 46 percent in excess of 


plan. 
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Table 1 

Year Tetal Amount of Credit Tetal Currency issuance 
Beginning of Year | End of Year Plan | Actual Percent ia of Year | End ef Year Pian | Actual Percent ia 
Plan Figure (100 Figure (100 mil- Excess of Plan Plan Figure (100 Figure (100 Excess of Pian 

million yuan) lien yuan) millien yuan) million yuan) 

1984 432 988 128 80 262 228 

1985 662 1,486 124 100 196 % 

1986 950 1,685 77 200 231 16 

1987 1,225 1,442 18 230 236 3 

1988 1,560 1,519 -3 200 679 240 

1989 1,585 1,858 17 400 210 48 

1990 1,700 2,757 62 400 300 -25 

1991 2,100 2,878 37 500 ‘$33 7 

1992 2,830 3,572 26 $50 1,158 110 

1993 3,800 4,846 28 1,000 1,529 $3 

1984-1993 16,844 23,031 37 3,660 5,334 46 

Cumulative 























(Data Source: China Financial Yearbook, and calculations using pertinent People’s Bank data.) 





Why is credit limit management unable to control the 
amount of credit? In order to answer this question, let us 
first analyze the economic basis for credit limit manage- 
ment. People generally know that credit limit management 
began during the unified domain financial system that 
existed before reform. At that time, no distinction existed 
between the Central Bank and specialized banks 
throughout the country. One bank—the People’s Bank— 
serves as a national bank. Under this single level banking 
system, credit accounted for most of the banks’ financial 
business. Consequently, all the money in circulation at that 
time, whether cash or savings, derived from bank credit. 
Furthermore, technically speaking, bank credit experi- 
enced no troubles or limitations. Banks could issue as 
much credit as they liked. Since they were not just credit 
banks, but banks of issue as well, they had an unlimited 
supply of funds that they could rely on. In order to control 
the currency supply under this system, keeping the amount 
of currency in line with economic growth, currency control 
had to resort to external quantity limitations, either 
directly controlling the credit limit, or by controlling the 
amount of credit issued in the money issuance system, or 
a combination of the two at the same time. Therefore, 
control of credit was easy for the single level banking 
system. Controlling credit and controlling the money 
supply were basically the same thing. 


The problem today is that with the revival of the special- 
ized banks in 1979, and particularly since the People’s 
Bank assumed the function of an independently operating 
central bank in 1984, China’s banking system has gone 
from a single level banking system to a bi-level banking 
system, the currency supply mechanism undergoing 
change along with it. Even though currency is still issued 
by the central bank, credit is issued by the specialized 
banks. The specialized banks provide savings deposit 
money through the issuance of credit to society. Because of 


the separation of credit issuance and control authority, it is 
fairly difficult today for the People’s Bank to control 
directly the specialized banks’ issuance of credit. If the 
specialized banks have excess reserves and surplus funds, 
placing strict limits on their issuance of credit and not 
allowing them to use these funds is patent!y unreasonable, 
and obstacles to doing this are also very great. However, 
the specialized banks, which have no funds but do have 
credit norms, and also have the People’s Bank relending 
support, are always able to use up their norms. Thus, in an 
overall sense, credit limits may naturally be exceeded. 


2. Control of Credit Limits Is Not the Same as Control 
of Money Supply 


The above is only an analysis of the difficulty of control- 
ling credit limits. Actually, managing credit limits is no 
longer the only problem nowadays. The problem is the 
degree to which such management can control the money 
supply. It is generally felt that since modern currency is 
credit currency created through bank credit channels, 
controlling credit is tantamount to controlling the money 
supply. However, it is difficult nowadays to continue to 
hold this view. 

First, total credit or credit limit, which services as the 
monitoring indicator for national bank currency regula- 
tion and control, is only the increase in credit or the 
surplus of the national banks. In calculating it, only the 
Industrial and Commercial Bank, the Bank of Agricul- 
ture, the Bank of China, the Construction Bank, the four 
specialized banks, and the two national conglomerate 
banks—the Bank of Communications, and the Zhongxin 
Industrial Bank—are included. The amount of credit 
issued by all other financial institutions, including rural 
credit cooperatives, urban credit cooperatives, trust 
investment companies, and finance companies, as well 
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as local commercial banks is not included. However, in 
recent years, these last named financial institutions have 
played a role in fueling the supply of money in society 
through their credit plans. We learned from a compar- 
ison of the amount of credit of national banks and all 
financial institutions that the percentage of national 
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2). In 1992, the credit of all financial institutions totaled 
2.6356 trillion yuan of which 2.1616 trillion, or 82 
percent came from national banks. Other financial insti- 
tutions issued 474 billion yuan, or 18 percent of the 
credit. This means that even if the national banks credit 
limit is controlled, only 90 percent of total financial 
































bank credit has been declining year by year. (See Table _institution credit is controlled. 
Table 2 | 

Year National Bank Credit All Financial Institution Credit | the Former as a Percentage of the 

(100 millien yuan) (100 million) Latter 
1985 5,905.8 6,271.9 94.2 
1986 7,590.8 8,353.6 90.9 
1987 9,032.5 10,269.3 88.0 
1988 10,551.3 12,219.5 86.3 
1989 12,409.3 14,315.2 86.7 
1990 15,166.6 17,680.7 85.8 
1991 18,044.0 21,337.8 84.5 
1992 21,615.5 26,356.0 82.0 














Note: (1) All financial institution credit includes the sum of the credit of the national banks, rural credit cooperatives, urban credit cooperatives, 





(2) The 1985-1991 figures in the table is based on calculations made from the 1992 China Financial Yearbook. The 1992 figures in the table are 
based on the 1993 China Statistical Year Book and calculations of other pertinent data. 





Second, bank credit is only one of the main channels for 
supplying money to society, and it is not the only 
channel. A brief look at bank balance sheets shows that 
in addition to various kinds of credit, other sources of 
money include government loans, gold holdings, foreign 
exchange holdings, and open market transactions. These 
several sources are no less channels through which banks 
supply money. Furthermore, since they are supplied 
directly by the People’s Bank, they are sources of supply 
of basic money. Since statistical data is incomplete on 
open market business in the buying and selling of secu- 
rities, we have not included it in our calculations. Table 


3 compares the amount of money supplied through 
separate channels. The table shows that the percentage of 
money supplied the bank credit channel fell 
from 92.6 percent in 1985 to 89.1 percent in 1992, and 
was only 87.5 percent in 1991. This shows that despite 
control of the amount of bank credit, only the money 
issued through this channel was controlled. It is 
unknown whether the money supply coming through 
other channels (about 10 percent of the total) was con- 
trolled. Since 1990, in particular, the country’s foreign 
exchange holdings have increased rapidly. The increase 
in the supply of money resulting from this should be a 
matter to which we pay close attention. 



































Table 3. Units: 100 million yuan 
Year Credit Government Loans Foreign Exchange Holdings Geld Heldings 
Abootute Percentage Absolute Percentage Absolute Percentage Absolute Percentage 
Figeres Figures Figures Figures 
1985 5,905.6 92.6 275.1 43 93.1 1.5 12.0 0.02 
1986 7,590.4 92.5 370.1 45 77.1 0.9 12.0 0.01 
1987 9,032.4 90.5 $15.0 5.2 182.1 1.8 12.0 0.01 
1988 10,551.3 91.4 576.5 5.0 158.4 1.4 12.0 0.01 
1989 12,409.3 91.1 684.6 5.0 264.5 1.9 12.0 0.01 
1990 15,166.4 90.1 801.1 48 $99.5 3.6 12.0 0.01 
1991 18,044.0 87.5 1067.8 5.2 1,228.1 6.0 12.0 0.01 
1992 21,615.5 89.1 1,241.1 5.1 1,102.0 4.5 12.0 0.01 





























Source of Data: Calculations made from data found in the /993 China Statistical Yearbook 
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Third, controlling credit limit does not necessarily trans- 
late into controlling the amount of money in circulation. 

The effect of these two factors is: first, the development of 
the securities market, the issuance and circulation of 
securities, and various other means of raising capital has 
transformed some money that was potentially available for 
circulation into money in actual circulation. This has 
increased money in the narrow sense, M,, thereby causing 
rapid increase in total demand for commodities. Statistics 
show the issuance nationwide of 565.7 billion yuan worth 
of securities and shares of various kinds nationwide 
between 1981 and 1992. After deducting the year-end 
balance of redeemed negotiable securities, the amount is 
still 325.5 billion yuan [Footnote 1. Figures from 14 April 
1993 JINGJI RIBAO.] Since 1990, in particular, the speed 
with which securities have been issued has increased with 
each passing year. In 1990, securities worth 93.89 billion 
yuan were issued, in 1991 115.05 billion yuan worth were 
issued [Footnote 2. Figures from }/992 China Financial 
Yearbook], and in 1992, an additional approximately 200 
billion yuan was raised through the sale of securities. 
Second is the effect of the flow of renminbi out of and into 
the country. In March 1993, the State Council promul- 
gated regulations on the flow of renminbi into and out of 
China, which permitted 6,000 yuan to be carried on each 
trip out of the country and back. Since that time, a portion 
of the renminbi that was formerly supplied in the form of 
credit or through other channels for circulation inside the 
country may now flow out of the country. Government 
agencies concerned estimate that approximately 2 billion 
yuan renminbi per month flows into Hong Kong and 
Macao alone. This amounts to about 24 billion yuan a 
year. [Footnote 3. Figures from 24 August 1993 JIN- 
RONG SHIBAO [FINANCIAL TIMES].] What flows out 
can flow back. Therefore, this factor must be taken into 
account when controlling the money supply. In addition, 
both Hong Kong dollars and renminbi have circulated in 
parallel for a long time in the country’s special economic 
zones. It has been estimated that approximately HK$15 
billion (in cash) was in circulation in China during 1993. 
[Footnote 4. Figures from 30 August 1993 JINRONG 
SHIBAO.] During 1994, the Bank of China itself put Hong 
Kong dollars into circulation. With the intensification of 
reform and opening to the outside world, not only Hong 
Kong dollars, but other foreign currencies, may circulate as 
well. Because of the effect of these two factors, one cannot 
say that the currency supply can be controlled by control- 
ling the amount of credit. Even with control of bank 
money supply, it is difficult to control the amount of 
currency in circulation in the country. 


Because of reasons in the above three regards, the 
effectiveness of the credit limitation use under the tra- 
ditional centralized system in controlling money supply 
now is decreasing with each passing day. Table 4 shows 
a comparison of the credit increase rate with the money 
supply increase, M, and M,. This comparison shows that 
the growth rate for these three indicators not only differs 
in size, but that it moves in opposite directions in some 
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years. In 1985, for example, credit increased 23.8 per- 
cent. During that same year, the money supply should 
have been rather loose, but M, actually increased only 
5.8 percent. Thus, money was still rather tight. Con- 
versely, credit increased 16.8 percent in 1988, an all-time 
low, but money was rather loose that year, the price 
index increasing by double digits. The reason was a 21.0 
percent increase in M, that year. In 1991 and 1992, 
although credit increased only approximately 19 percent, 
money supply, M, and M,,increased by a respective 
more than 20 and 30 percent. This shows that the size of 
the increase in credit cannot reflect money supply pre- 
cisely, particularly M, increase. Therefore, judging the 
tightness of the money supply solely on the basis of the 
rate of credit increase, and acting to tighten or loosen the 
money supply on that basis is undependable. 
































Table 4 Units: Percent 
Year Rate of Credit My Growth Rate | M2 Growth Rate 
Increase 
1984 23.5 31.4 39.1 
1985 23.8 5.8 17.0 
1986 28.5 26.7 29.3 
1987 19.0 16.9 24.0 
1988 16.8 21.0 21.2 
1989 17.6 6.6 18.3 
1990 22.2 19.2 28.0 
1991 19.0 23.0 26.5 
1992 19.8 35.7 31.3 

















Source of data: 1991 China Financial Yearbook. 1992 China financial 
a _ ZHONGGUO JINRONG [CHINA FINANCE), First 





- Let | Sunny Regulation 
and Control 


Not only does traditional management of credit limits 
have the shortcomings cited above for controlling the 
money supply, but it is also defective in regulating the 
money supply. These defects show up in a concentrated 
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from banks, and these units usually have used the loans 
received for real investment. Therefore, usually there is 
no credit on their account books that can be returned to 
the banks. If the banks persist in a severe tight money 
policy, that is bound to produce shock from “forced 
drawing of blood” for some concerns. The result is 
production stoppages, while the currency in circulation 
(mostly money in the hands of ordinary citizens) remains 
undiminished. Thus, prices of consumer goods rise, and 
production falls. In time, a vicious circle occurs that 
results in even more serious currency inflation. Clearly, 
increasing or decreasing inflation as a means of tight- 
ening or loosening the money supply can only be effec- 
tive when credit is expanding. When credit is tight, it is 
unlikely to have any effect. This is a mortal weakness of 
the credit tool, but it is frequently a blind spot that we 
ignore. We have always felt that increase in the money 
supply stems from increase in bank credit, and that 
decrease in the money supply likewise depends on the 
recovery of bank credit. However, in reality, the effect of 
credit on the amount of currency held by all economic 
entities is complete only when credit is expanding. When 
credit is being tightened, the effect is partial. 


The foregoing shows that direct management of the credit 
limit has extremely marked limitations for controlling the 
money supply. Therefore, perfection and reform of 
existing credit lim:t management methods is a top priority 
matter. In view of the needs of the socialist market 
economy, and CPC Central Committee plans for 
ing the financial system, the orientation and objec- 

tive of reform is to change the present direct management 
of credit limits to indirect management of currency regu- 
lation and control. This means overall use of tools such as 
the savings reserve rate, the rediscount rate, and open 
market operations, using regulation and control of basic 
money as a means of regulating and controlling the total 
money supply. However, this reform will require a gradual 

cod tide natiy ovabdionery preeen. It cannot be 
accomplished overnight. Inasmuch as bank credit today 
accounts for 80 percent of all financial institution credit, 
China cannot completely abandon the credit limit man- 
agement that we have become accustomed to using. There- 
fore, I feel that for now, we should use a combination of 
credit limit management and indirect currency regulation 
and control. Specifically, I have three recommendations: 
(1) To take aggregate credit and the money supply simul- 
taneously as intermediate goals for regulation and control 
of China’s money supply. Even though theoreticians have 
proposed this for many years, and government agencies 
sometimes discuss it, this has not been done in the actual 
practice of regulation and control. Now, we must clearly 
understand that in today’s world, control of aggregate 
credit cannot completely control money supply. (2) To 
improve existing credit limit management, instituting 
assets-liability ratio management. Inasmuch as credit con- 
trol still holds special significance at the present stage, and 
in view of the compulsory nature of control of credit limits, 
ication of the experiences of Western commercial 
banks to the realities in China, instituting assets-liability 
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ratio control to the amount of credit is, without doubt, a 
correct approach. However, we must be reminded that 
assets-liability control and assets-liability ratio control are 
controls of two different kinds. The former is assets- 
liability control that is completely independently man- 
aged, in which one bears all risks oneself, in which one 
imposes one’s own limits, and in which one seeks balance 
oneself. The latter is assets-liability control having propor- 
tional limits and a certain degree of freedom. Obviously, 
the quality of assets-liability ratio control lies, first of all, in 
the scientificness and reasonableness with which the ratio 
is set. If the ratio is set unscientifically or unreasonably, 
this may result in credit limit management under a dis- 
guised name. Therefore, I feel that assets-liability ratio 
control that controls the assets-liability ratio or the amount 
of credit can only be a transitional means of control. When 
conditions are ripe, a change must be made to complete 
assets-liability control. (3) Indirect management through 
forced use of basic money to regulate and control the 
money supply. Money supply theory tells us that the size of 
the money supply depends on the product of basic money 
and the money multiplier. So long as the money multiplier 
does not change, basic money is the sole element pro- 
ducing changes in the money supply. Therefore, regulating 
and controlling the money supply rests, first of all, on 
regulating and controlling basic money. The main channel 
for supplying basic money in China today is relending by 
the People’s Bank. Like lending, relending controls the 
limit, and likewise incomparability exists between how to 
make rational distribution of credit norms under limit 
control and the effect on currency supply of issuing and 
taking back relending. Therefore, we must change from 
relending as a method for supplying basic money to the use 
of open market transactions to regulate and control the 
basic money supply. I feel that this open market transac- 
tions tool not only offers the frequently cited advantages of 
“microregulation, initiative, and flexibility,” but if widely 
used in China, it can also bring into full play the currency 
regulation and control role of branches and sub-branches 
of the People’s Bank in provinces and cities. Thus, it can 
help make up for the imbalanced distribution of credit 
between one region and another. In short, during the 
current transitional stage, we must both perfect existing 
credit limit management, and also actively establish the 
framework for development of indirect management of 
currency regulation and control. 


Industry 


Communications Company Chief Interviewed 
94CE0762A Hong Kong CHING CHI TAO PAO 
[ECONOMIC REPORTER] in Chinese No 34, 

29 Aug 94 pp 3-6 


[Interview with Zhao Weichen (6392 4850 5256), 
chairman of the board, Lianhe Communications Co., 
Ltd., by reporter Xie Minggan (6200 2494 0051), place 
and date not given: “Go All Out To Develop Commu- 
nications Industry”’] 
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(FBIS Translated Text] China Lianhe Communications 
Company, Ltd., held its inaugural meeting in Beijing last 
July. It was attended by more than 400 people, including 
leaders from all departments, provinces, and municipal- 
ities and foreign guests. In his address to the gathering, 
Vice Premier Zou Jiahua asked all sectors to support the 
company with the same degree of urgency with which 
they tackle state structural reform. Director Wang 
Zhongyu of the State Economic Relations and Trade 
Commission and Hu Qili, minister of electronics 
industry, also delivered a congratulatory message, the 
latter on behalf of the minister of electronics, minister of 
electric power, and minister of railways. Prior to the 
meeting, state leaders, including Jiang Zemin, had com- 
posed special messages of congratulations for the com- 
pany. President Jiang Zemin’s message was: “Make 
Lianhe Communications Company a success. Develop 
the telecommunications industry to serve moderniza- 
tion.” Premier Li Peng wrote: “Developing the commu- 
nications industry is a worthwhile exploration.” Vice 
Chairman Tian Jiyun wrote: “Make Lianhe Communi- 
cations Company a success so that it can contribute to 
the development of China’s telecommunications indus- 
try.” Vice Premier Zou Jiahua’s message: “Struggle 
arduously. Open up new territory and forge ahead. Make 
more contributions to China’s telecommunications 
industry.” Even Vice Premier Zhu Rongji sent a congrat- 
ulatory letter to Lianhe Communications Company with 
the message that “I have always supported the founding 
of Lianhe Communications Company.” 


The creation of the company was taken most seriously by 
the nation’s leadership and people from all walks of life 
and was greeted with a lot of excitement in Hong Kong and 
overseas. Its creation was widely perceived in the media as 
bringing to a close the era of monopoly in China’s com- 
munications industry, giving a powerful boost to the 
maturation and vitalization of the communications 
market, and spurring the development of related indus- 
tries. It is a major move on the part of the Chinese 
Government intended to deepen the reform of the man- 
agement system of the communications industry. A 
positive act of exploration and has immense si 

and profound impact. What was the backdrop for the 
establishment of Lianhe Communications Company? How 
will it be run? What effects will it have on economic 
construction and people’s lives? What is its development 
plan? What are its principles and policies on cooperation 
with the outside world? To answer these questions, this 
reporter interviewed Zhao Weichen, chairman of the com- 
pany’s board of directors, a few days ago. 

Mr. Zhao Weichen currently sits on the standing com- 
mittee of the CPPCC and is also vice chairman of the 
CPPCC economic committee. Previously he served as vice 
chairman of the State Economic Relations and Trade 
Commission. He has worked for years in the economic 
sector (State Economic Relations and Trade Commission 
and First Ministry of Machine Building). A former vice 
chairman of the Guangxi Zhuang Autonomous Region, he 
has ample work experience at the local as well as central 
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levels. An economics expert well known at home and 


acquired a reputation for his competence, quick and 
creative thinking, and a decisive manner of handling 
things. He received this reporter warmly and gave a full 
description of Lianhe Communications Company, putting 
it ee the context of national economic development 
overall. 


Product of Socialist Market Economy 


Zhao Weichen began by noting that the world economy is 
currently in the midst of a shift from a material type of 
economy to an information-based economy. No longer is 
the communications industry's importance limited to that 
of just a part of the infrastructure, a mere production 
requirement. Instead, it has become a leading basic 
industry essential to economic take-off and with all-round 
impact on national economic development. During the 
past dozen years or so, the global communications market 
has expanded steadily and every country is scrambling to 
develop its communications industry, jettisoning state 
monopoly in favor of a competitive system featuring 
multiple operators. A wave of communications reform 
characterized by separation between government adminis- 
tration and enterprise management, privatization, and 
decontrol has engulfed the entire world. The result is the 
rapid development of the communications industry, gen- 
erating enormous social and economic benefits. 


China is a big country with a vast territory and huge 
population. Since reform went under way and the open 
policy was introduced, its economy has developed by 
leaps and bounds in a sustained manner. The demand 
for communications in all sectors of Chinese society has 
shot up. In recent years the state has supported the 
development of the communications industry on a pri- 
ority basis and introduced a string of preferential poli- 
cies. The posts and telecommunications agencies too 
have worked very hard and achieved significant devel- 
opments in the communications industry. The nation’s 
telephone penetration rate, a mere 0.7 percent in 1992, 
had risen to 2.15 percent by 1993, between 20 and 30 
percent in some coastal cities. Because of a weak foun- 
dation, however, what telephone service there is still falls 
far short of meeting the demand. It has become the 
bottleneck in national economic and social develop- 
ment. Having a phone installed in one’s home has 
become a major challenge in people’s daily lives. 

After China decided on the creation of a socialist market 
economy as the objective of its economic reform, the 
pace of reform has picked up notably on all fronts. Now 
that they have gradually been decontrolled, many areas 
formerly dominated by a monopoly under the traditional 
planned economy, such as electric power, aviation, and 
rail transport, are now bursting with life and developing 
swiftly. Take the power industry, for instance. Before 
1982, the nation’s power generating capacity increased 
only 600-700 kw annually. That year the government 
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tions company be set up for the following reasons: 


1) The supply and demand on China’s communications 
market are sharply out of balance and continues to 
hamper social and economic development in a big way. 
The main reason is that the communications manage- 
0 8 re Cees eae eens WEES 0 


fair competitive—for communications enterprises, thus 
accelerating the industry’s development. 


2) During the last few decades some sectors in China 
have set up their special communications networks to 
meet their own operational needs. Among them are the 
electric power, railway, petroleum, and radio and TV 
broadcasting industries as well as the military. In addi- 
tion to meeting the needs of the sectors concerned, the 
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mechanism, mobilize the forces in all quarters, and 
promote the development of the communications 
industry in a big way. 

The three ministries’ request touched off a heated debate 
on communications reform. Leaders on the State Council 
took a constructive and cautious attitude and, after 
studying the matter fully, soliciting opinions extensively 
from people in all walks of life, and holding numerous 
consultations (including discussions with the telecommuni- 
cations agencies), formally approved on 14 December 1993 
the establishment of the China Lianhe Communications 
apa, Te jointly by the Ministry of Electronics, 
Ministry of Electric Power, and Ministry of Railways. 


The establishment of a national-level company jointly by 
three agencies is a rare event in China. The joint commu- 
nications company is an economic entity that enjoys 
decision-making authority in its operations, practices 
independent accounting, is accountable for its profits and 
losses, and has the status of an independent legal person. It 
has four principal missions: 1) transform the special net- 
works, ¢.g., those of the electric power and railroad indus- 
tries, in order to open up their surplus capacity to society 
at large after meeting the needs of the industries con- 
cerned; 2) launching municipal telephone services where 
market capability is lacking; 3) launching wireless commu- 
nications services (including cellular communications ser- 
vices); and 4) offering telecommunications value-added 

services. The foremost mission of the Lianhe Communi- 
cations siieen tennant is to have its connection bureau connect 
the several large special networks (including those of the 
railroad, electric power, radio and TV broadcasting, and 
petroleum industries, as well as the military) with the 
public posts and telecommunications network. That way 
all these networks are linked to one another and the 
potential of the special networks will be fully tapped. To 
ensure orderly operations in the communications industry, 
no locality or department, with the exception of the Lianhe 
Communications Company, can set up any company or 
entity to operate in the telecommunications business 
without state approval. In other words, only two outfits in 
China have basic telecommunications operating power: 
y tne a tuto > Aegy 9 ygaemaesatamaaes 
Communications Company, Ltd. 


Inter-Sector, Inter-Regional, Inter-Trade National 
Copan 


Mr. Zhao Weichen went on to explain to this reporter the 
company’s development philosophy and management 
system. After the State Council approved the establish- 
ment of Lianhe Communications Company, Ltd., he said, 
mass media around the world all carried this news item 
and had high praise for the decision. Within the country, 
many sectors, localities, and enterprises as well as people 
in the economic, communications, and academic commu- 
nities also warmly embraced the State Council’s decision. 
Applications to buy shares in the company poured in. 
Apart from the three ministries, Lianhe Communications 
Company so far has approved a first batch of applications 














to buy shares from the following companies: China Inter- 
national Trust and Investment Company, China Guangda 
International Trust and Investment Company, China Hua- 
neng Group, Huarun (Group) Company Ltd., China 
Chemical Import-Export 

Steam Navigation 


nomic and Trade Trust and Investment Company, China 


(Fujian) Foreign Trade Center Group, China Technolog- 
ical Import-Export Corporation, and Dalian Wanshitong 
Telecommunications and Cable Company, Ltd. Other 


Shanghai Science and Technology Investment Share- 
holding Company, Ltd., and Guangzhou Lianhe Commu- 
nications Corporation, respectively. The company’s regis- 
tered capital is | billion yuan and its contracted amount, 
1.34 billion yuan. A host of other localities and enterprises 
are vying to buy shares in the company. The company is 
China’s largest inter-sector, inter-regional, and inter-trade 
national-level company at the moment. 


Lianhe Communication Company, Ltd., has established 
the following as its development philosophy: 


1. Its mission is to make China information-based as 
soon as possible. Its goal is to bring about the judicious 
allocation and full utilization of national communica- 
tions resources. Its principles are to be guided by the 
market and respond to demand. It shall implement the 
national policy of “comprehensive planning, linking the 
horizontal with the vertical, dividing responsibility 
among the levels, and building networks jointly.” It shall 
submit to the management of the state pertaining to its 
particular trade. After fully mobilizing the initiative of 
all sectors and localities to accelerate the transformation 
of special networks, the company shall open up new 
territory and move forward with perseverance, gradually 
building an inter-connected communications network of 
a high standard. The company shall orient itself to the 
future, utilize advanced technology and equipment 
extensively, such as multimedia technology, high-speed 
fiber optical technology, pov oe ge operational dig- 
ital network technology, and work hard to build a new 
generation of communications networks. 


2. It shall abide by the principle of extensive cooperation 
and common development. It shall bring about the “five 
broadenings”: |) broadening the scope of cooperation, 
both at home and, where 


necting them to the public network to serve society; 3) 


sources using feasible methods so as to accelerate its 
maturation and growth. The development of Lianhe Com- 
munications Company must live up to the requirements of 
building a socialist market economy. It must adopt scien- 
tific management as befitting a modern large enterprise. Its 
enterprise system must be modernized, its operating mech- 
anism highly efficient, its network construction digitalized 
and comprehensive, its services high-quality, and its finan- 
cial resources diversified. 


3. Under the preliminary plan, we must make a mighty 
effort to raise the nation’s telephone penetration rate by | 
percentage point, provide 10 percent of the nation’s long- 
distance telephone handling capacity and 30 percent of its 
mobile communications capacity, and establish interna- 
tional communications links by the year 2000. Accord- 
ingly, Lianhe Communications Company must work on 
five fronts in addition to carrying out the general plan: 1) 
the transformation of special networks. That is, use 
modern foreign technology to transform the existing spe- 
cial networks, expanding their handling capacity, 
improving their quality, and enhancing their capabilities; 
2) integration. Through its connection bureau, the com- 
pany must link the various special networks with the 
public posts and telecommunications network to make 
them all interconnected; 3) mobile communications 
project, otherwise known as “big-brother-on-the-move’ 
project. This involves achieving nation-wide networking 
dominated by digital honeycomb mobile communications, 
including cordless concentration and cordless calling: 4) 
satellite communications, including the creation of long- 
distance transmission for remote areas, the establishment 
of a nation-wide VSAT [Very Small Aperture Terminal] 
network, and participation in the creation of a low- and 
medium-orbit mobile satellite communication system; and 
5) value-added operations. That is, fully utilize communi- 
cation resources and, responding to consumer needs, link 
communications, the computer, and multi-media and 
launch a multitude of postal and telecommunications 
value-added lines of operations. It will take a substantial 
amount of investment to complete the five areas of 
endeavors mentioned above. 
The State Council leadership is highly interested in the 
creation and development of Lianhe Communications 
Company, Ltd. Vice Premier Zou Jiahua personally con- 
vened a meeting bringing together all the ministries and 
commissions concerned to hear a progress report on prep- 
arations for the launching of the company and clear up the 
following items: 
—The Lianhe Communications Company, Ltd., is to be 
under the management of the State Economic Relations 
and Trade Commission. The company’s capital con- 


: x 
into the plans of the State Planning Commission, State 
Economic Relations and Trade Commission, and the 
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Ministry of Personnel, Ministry of Labor, and the for- 
eign affairs office of the State Council, respectively. 
Comprehensive economic agencies such as the State 
Planning Commission, State Economic Relations and 
Trade Commission, Ministry of Finance, and the Peo- 
ple’s Bank must support Lianhe Communications Com- 
pany and nurture its development without delay. 


—the Ministry of Posts and Telecommunications shall 
designate a vice minister as liaison to the company. He 
shall coordinate and implement all policy and resource 
issues (including numbers and line pipe resources) 
relating to network integration and enable the company 
to get started and develop as soon as possible. 


—The office of the State Wireless Management Commis- 
sion shall come up with a frequency resources distri- 
bution plan and make frequency resources available to 
the company expeditiously. 


— It is agreed that the company shall enjoy the preferential 
policies applicable to posts and telecommunications 
enterprises and the authority to import and export. 


In compliance with the spirit of the Company Law and 
other pertinent State Council documents, the company 
proposes to set up a branch each at the Ministry of 
Electronics, Ministry of Electric Power, and the Ministry 
of Railways. It also proposes to open branch offices in 
Beijing, Shanghai, Guangzhou, Shenzhen, China Trust 
and Investment Company, and Huaneng. The plan is to 
set up branches all over the nation in stages over time. 


Push for Foreign Cooperation 


As the company’s board chairman, Mr. Zhao Weichen 
attached a good deal of importance to international coop- 
eration. He said, ““China today is developing economically. 
It is politically stable, its people united and its society 
progressing. China is bursting with vitality. Its investment 
climate is getting better by the day, its policies, rules, and 
regulations becoming more and more comprehensive. 
Since reform began and the open policy has been under 
way, the number of foreign companies investing in China 
has increased steadily. There are now more than 160,000 
enterprises that are either wholly or partially foreign- 
funded, with a combined investment exceeding $50 bil- 
lion. The growth momentum is tremendous. The fast 
expansion of the Chinese economy provides a rare oppor- 
tunity for wide-ranging international cooperation. In par- 
ticular, China’s communications market is a huge and 
attractive market where demand is massive and returns 
high. As some say overseas, China will be the world’s 
largest communications market. In the next one to two 
decades, the Chinese communications market is expected 
to continue to grow strongly with no let-up. As a major 
state-owned shareholding enterprise, Lianhe Communica- 
tions Company shoulders the heavy responsibility of 
developing the nation’s communications industry. It shall 
firmly adhere to the policy of reform and open policy and 
assiduously cultivate international cooperation. It shall 
diligently attract foreign funds, technology, management, 


to China to discuss cooperative deals with the company. 
Together we can further the development of the commu- 
nications industry in China.” 
As he bid farewell, this 


TAO PAO and wished the company increasing pros- 
perity in its business, with endless new contributions to 
China’s modernization, reform, and openness. For his 
part, Zhao Weichen expressed the hope that CHING 
CHI TAO PAO would get better and better and become 
a bridge in Sino-foreign economic exchanges. 


Small-Scale Enterprises 
Difficulties in Guizhou Rural Enterprise 
Development 


94CE0788C Guiyang GUIZHOU RIBAO in Chinese 
23 Aug 94 pl 


[Article by Wang Chaoxin (3768 2600 2450) and Cheng 
Musong (4453 1970 2646): “Development Can Still Be 
Faster: Analysis of the State of Rural Enterprise Devel- 
opment in Guizhou”)] 

[FBIS Translated Text] The current state of rural enter- 
prises in Guizhou may be characterized as developing 
rapidly and effectively, but confronting increasingly 
severe difficulties and contradictions. 


In the first half of this year, Guizhou’s rural enterprises 
produced a total output value of 7.376 billion yuan, a 41 
percent increase over the same period of the year before; 
enterprise earnings reached 7.217 billion yuan, a 51 
percent increase. 

But while intra-provincial development has been quite 
rapid, inter-provincial discrepancies have widened. 
Compared with other areas in the western region, 
Guizhou is still falling further behind. In the first half of 
this year, Jiangxi Province’s rural enterprises produced a 
total output value of 58.64 billion yuan, an increase of 
128.7 percent; Yunnan Province’s reached a total output 
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value of 11.86 billion province, an increase of 68 per- 
cent; Gansu Province’s achieved a total output value of 
13 billion yuan, an increase of 66 percent. 


What may be matters of concern are the various diffi- 
culties and contradictions Guizhou encounters in the 
process of development. 


The management system is not operating smoothly, 
cadres at the basic levels are not stable, and management 
of some enterprises at the village and township level is 
not adequate. In the process of structural reform, 
ment have clearly stipulated that departments super- 
vising enterprises at the village and township level are 
considered key organs which therefore must be strength- 
ened, some localities have reorganized or merged their 
rural enterprises departments, resulting in unstable staff 
morale. 

Capital shortage is critical. This year the central govern- 
ment has allocated 260 million yuan of special credit for 
rural enterprises in the central and western parts of 
Guizhou, but by the end of June, the provincial agricul- 
tural bank had only made available 55.76 million yuan 
of new credit for rural enterprises, or only 21.4 percent of 
the specified credit line. On this amount, 11.10 million 
yuan, or 30 percent, are credit to be secured by fixed 
assets. The province has clearly stipulated that beginning 
in 1993, the provincial treasury was to set up a 20 
million yuan fund for rural enterprise development, and 
to provide 50 million yuan of credit for use by rural 
enterprises. Because of Guizhou’s fiscal constraints, 
however, the provincial treasury only allocated 1.1 mil- 
lion yuan in credit, not even 2.4 percent of the amount 
stipulated from January to June this year; and the 
developmental fund is not yet set up. As for other capital 
accounts, only 1.685 million yuan was granted to the 
undeveloped area. This year there is sharp drop in the 
number of out-of-province investors coming in to invest 
or establish enterprises in Guizhou. In addition, liquid 
capital for rural enterprises is very tight. Although many 
products such as lead, zinc, and antimony have profit- 
able market outlets, the lack of capital prevented enter- 
prises from organizing to produce them. According to 
statistics of Anshun Prefecture, rural enterprises in that 
prefecture need a total of 80 million yuan in liquid 
capital but at present have access to only 21% of the 
amount, and because of that, their total output value will 
be reduced by about 300 millon yuan. 


Taxes and fees are heavy burdens, and rural enterprise 
self-development capability is weak. Since 80 percent of 
Guizhou’s rural enterprises are low-level resource- 
development type, and all of them are small-scale tax- 
payers, the tax burden on these enterprises has sharply 
increased since the new taxation system has been in 
effect. According to investigation by Anshun Prefecture, 
rural enterprises in that prefecture produced a total 
output value of 1.107 billion yuan in the first half of this 
year, an increase of 55.82 percent over the comparable 
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period of last year, but paid taxes totalling 55.34 million 
yuan, an increase of 184.25 percent over the same period 
of last year; the rate of tax increase is 3.3 times the rate 
of production value increase. In some localities, the 
various fees collected even exceed the amount of taxes 
paid; development of rural enterprises is therefore 
affected by this heavy burden. 


Implementation of the “Decision Concerning Acceler- 
ated Development of Rural Enterprises,” issued by the 


ment in charge of the economy must designate one 
deputy director to take charge of rural enterprises, and 
the departments in charge of the economy and these 
enterprises should work together on one county and give 
priority to supporting one to two villages (townships).” 
Except for the departments in a small number of locali- 
ties, most have not carried out this directive thoroughly. 
Again for example, the directive requires that “beginning 
in 1993, the amount of credit for rural enterprises 
secured by fixed assets should be increased every year 
from a minimum of 400 million yuan to the goal of 500 
million yuan”; but in reality, the total fixed assets loans 
made by all specialized banks in 1993 came to only 213 
million yuan, only 110 million yuan more than in 1992. 
Another example: the directive calls for “establishing 
rural enterprise developmental funds at the provincial, 
prefecture and county ievels”; based on preliminary 
statistics, at this juncture, of the 86 counties (cities, 
prefectures and special prefectures), 18 still have not 
have done so. 


Difficulties and contradictions severely hamper rapid 
rural enterprise development in Guizhou. Based on data 
provided by the Provincial Rural Enterprises Depart- 
ment, the current state of rural enterprise growth is 
beginning to show a monthly decline. 


In the government work report at the beginning of the 
year, Governor Chen Shineng [7115 1102 5174] called 
for a 12.5 percent increase in industrial output value this 
year, and a net gain of 4.8 billion yuan. Last year, the 
output of rural enterprises accounted for over 50 percent 
of the province's total industrial output value. This year, 
rural enterprises must develop at the rate of “maintain- 
ing the three gains and striving for the fourth.” There- 
fore, whether rural enterprises can develop faster will 
affect whether the overall provincial economic plan can 
be fulfilled. On 5 August, the provincial party committee 
and government convened a conference to study the 
question of how to overcome the difficulties and speed 
up the pace of rural enterprise development. It was again 
emphasized that there must be firm commitment to 
supporting major developments and raising of our goals. 


Can Guizhou’s rural enterprises develop even faster? 
The answer is certainly in the affirmative. 





This — a ighted sal, Copvina and di — 
is prohibited without permission of the copyright owners. 

















ment have given priority to developing rural enterprises 
and the result showed that they developed unusually 


technological and personnel resources, rural enterprise 
development in Guizhou can certainly continue to main- 
tain a high rate of growth. 





of 13,648 units 268,248 In the first 
half year alone, 5,102 new enterprises employing 74,338 
individuals came on the scene, increases of 


As the Department of Industry and Commerce 
explained, the development of Hebei’s private economy 


privately-run enterprises which produce output values in 


million yuan. For example, Qinghe County in Xingtai 
City specializes in eight key enterprises producing goods 
such as fine cashmere, automobile 


One particularly village, Zhujianzhuo, has over 230 
exceeds 10,000 yuan, earning it first place in the whole 
province. Based on yet incomplete statistics, there are 
over 3,100 specialized villages of various types. 

Second, with areas of business expanding, trades and 
year in the private economy, 


new trades and occupations 
such as tourism, decorative arts and ornaments, educa- 
tion and training, etc. Plant growing and aquatic 
breeding have also developed quite rapidly In partic- 
ular, a group of private enterprises, keyed to high-tech 
and exports, have been established. Based on statistics 
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levels. Every locality and city has established a private 


“4-1-2” developmental objective which calls for dou- 


and the progress in this area will be used to judge the 
eee & eae one Sie De Gout © 
economic development of the area; in short, the = 
cilia 4 ais dein etenine fo. a task that m 
grasped firmly by all parties. 


Second, the importance of public opinion and propaganda 
vis-a-vis the private economy is emphasized, in order to 
improve the social environment for its 

vincial party secretary Cheng Weigao [4453 4850 7559] 
pointedly noted that: the departments in charge of media 
and information “must dare to pave the way to improve 


; 
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on the private economy’s role and progress. Pingquan 
County in Chengde City, in carrying out a private 
economy propaganda month, organized five teams of 
officials from relevant departments to tour some 20 
villages and townships in the county; they traveled in 
vehicles equipped with loud speakers, conducted propa- 
ganda and carried out official business at each stop by 
registering businesses, issuing permits and resolving 
practical questions concerning private enterprises. These 
activities greatly stimulated the enthusiasm of those who 
manage private enterprises, corrected the bias toward 
the private economy on the part of some in society, and 
clearly improved the environment for the development 
of the private economy in the whole province. 


Third, every locality has drawn up a series of policy 


ment. For example, Cangzhou City’s Yanshan County 
requires the Department of Finance to give priority to 
developing the private economy, and the city and village 
credit unions to give priority credit support to the 
private economy. Fengning County in Chengde City 
negotiated with the county agricultural bank to set aside 
600,000 yuan every year as a special capital fund for use 
in developing the private economy. In order to solve the 
problem of land use facing private enterprises, cities 
such as Handan, Tangshan, Shijiazhuang, Chengde, 
Xingtai, etc., have established specific private economic 
development zones. Tangshan City has set up four such 
zones to date on 2,402 mu of land with a total capital 
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investment of 120 million yuan, and has attracted over 
1,400 private enterprises to the zone, and 232 of them 
have started doing business. Implementation of the 
above-mentioned policies and measures has solved 
rather satisfactorily the difficulties faced by private 
entrepreneurs and has effectively promoted develop- 
ment of the private economy in the province. 


Jilin Investigates Rural Enterprises 
94CE0728A Changchun JILIN RIBAO in Chinese 
7 Aug 94 p 2 


[Article by Huo Mingguang (7202 2494 0342): “Investi- 
gation of Diversified Economy and Township Enter- 
prises in Jilin Province”) 

[FBIS Translated Text] Recently I talked with local 
farmers in Fuyu District and Qianguo and Qianan 
counties of Songyuan Municipality and Nongan county 
of Changchun Municipality and gained some prelimi- 
nary understanding of diversified economy and town- 
ship enterprises in rural areas. 

I. Most people feel that the diversified economy and 
township enterprises have made relatively rapid devel- 
opment. By the end of 1993, 377,000 rural households or 
90.4 percent of total rural households in Songyuan 
Municipality had engaged in some type of diversified 
economy. In 1993 their gross annual income from the 
diversified economy was 1,413.42 million yuan, 
accour ‘ing for 41.7 percent of gross economic income in 
the r 2 areas. Their net annual income from the 
diver’ sed economy was 798.9 million yuan, and their 
per+. ‘a income was 439.2 yuan, accounting for 46.5 
per \ of total per-capita income. In 1993 the output 
vali siversified economy in Nongan County was 900 
mil..on yuan, the number of collective enterprises at the 
two levels of township and village reached 908, and 
125,000 people, a third of total rural labor, worked for 
township enterprises. The annual output value of town- 
ship enterprises was 1.45 billion yuan, an increase of 
33.6 percent over the previous year. Township enter- 
prises paid a total of 168 million yuan of taxes and profit 
delivery, an increase of 17.3 percent. 


The current development of diversified economy and 
township enterprises has the following characteristics: 


The scope and scale of the diversified economy are large 
and the development is heading toward the direction of 
the economy of scale and becoming systemized. 


All trades and professions including planting and 
breeding industries are developing simultaneously in an 
all-round way. The diversified economy of Songyuan 
Municipality mainly includes cash crops such as oil- 
bearing crops, sunflower, peanut, red beans, melons, 
fruits, and vegetables; pomiculture; aquatic products 
including fish breeding: animal husbandry including hog 
and cattle breeding; small-scale processing industry; food 
and service industry, construction, and labor export, etc. 
Basically everything that can be bred, grown, and done 
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have been bred, grown, and done. In addition to planting 
and breeding, Nongan County has brought about all- 
round development in animal husbandry. By the end of 
1993, the county had 670,000 hogs, 138,000 oxen, 2.5 
million geese, and 12 million chickens. 


With scale expanding continuously, many specialized 
townships, villages and households have emerged, 
forming a development pattern where a township, village 
or household is specialized only in one industry, one 
product, or one item. At the end of 1993, Fuyu District 
of Songyuan Municipality had 55,000 specialized house- 
holds, or 27.5 percent of total rural households, whose 
diversified economic income accounted for over 60 
percent of their total income. This district had 101 
specialized villages, or 21 percent of all villages, whose 
diversified economic per-capita income exceeded 1,200 
yuan. Sheli Township of this district used local resources 
and developed low-lying land and swamps to engage in 
fish breeding in ponds. The fish breeding industry of this 
township has developed rapidly. In 1993 the fish output 
of this township reached $00,000 kilogram and its net 
income exceeded 2 million yuan. In 1987 Kaian Town of 
Nongan County had only one large scale hog breeder, Li 
Huaizhi (2621 2037 5347], who raised only 11 heads. in 
recent years through the promotion of the scientific hog 
breeding method of “four fine and four improved vari- 

eties,” hog production of Kaian Town has developed 
rapidly. In 1993, the town slaughtered 80,000 hogs 
which translated into 8.5 million yuan of net income and 
300 yuan per-capita income. Of the town’s 6,300 rural 
households, 3000 raise hogs. Four of them slaughter 
more than 1,000 heads a year and 308 households 
slaughter more than 100 heads a year. The majority of 
them raise over 20 heads. Encouraged by his sister, Guo 
Fenghua [6753 7685 5478] (who was the first to raise 
chickens and now owns 5,000), Guo Fenghui [6753 7685 
2585] of Jijia Wobao Tun of Yaodao Village of Qiangang 
Township of Nongan County raised 4000 chickens in 
1993 and now owns an additional 8000 young chickens 
Income from raising 100 chickens is equivalest, to 
| 


potato each year with 14,000 ji of per-mu yield. It has 
$,000 mills. They produce 20 million kilograms of 
income 


value, accounting for 39 percent of the annual plan and 
an increase of 39 percent over the ing period 
of 1993. Their profits were 50.42 million yuan, 
accounting for 29.7 percent of the annual plan and an 
increase of 41 percent of the corresponding period of 
1993. They paid 14.8 million yuan in taxes, accounting 
for 21.8 percent of the annual plan and an increase of 85 
percent over the corresponding period of 1993. Their 

export goods delivery reached 6.1 million yuan, an 
po nals Pete, Pony ap Ah Fy! 
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y new projects have been started and are pro- 
. Nongan County plans to start 126 
‘transformation projects in 1994 with 
a total investmen ee Se Se oe 170 
available. The investment of 50 
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3. Village-run enterprises have been ing rela- 
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4. Township enterprises have begun to develop in the 
direction of suiting measures to local conditions. Of 
Nongan County’s 597 village-run enterprises, processing 
and green enterprises which use local resources as raw 
sutuieipemenmhtne@nauienin about 60 percent. On 
the basis of original enterprises such as brickyard and 
farms, Shuizi Town of Qianan County, in light of favor- 
able local conditions such as convenient communica- 
tions, have started several steel and paper product plants 
whose products are marketable and technical require- 
ments are not complicated. These enterprises are doing 
fairly well. 

The diversified economy and township enterprises com- 
plement each other and the links between them have 
been tightened. 


First, enterprises are linked to production bases. 
Chaigang Town of Nongan County and Korean investors 
have jointly invested in a chili powder processing plant 
and sold all its products to the United States. This plant 
uses five local villages as production bases and estab- 
lished a processing sub-plant in each village. These five 
villages are now growing 1,500 hectares of chili peppers. 
Each hectare produces 3,000 kilograms of chili pepper. 
The net income of chili pepper exceeds 10,000 yuan. The 
acreage is still being expanded. 

Second, companies are combined with rural households. 
With the support of Jilin Agricultural College, Yujia 
Village of Qiangang Township of Nongan County estab- 


soybeans for fer:n<is, enabling farmers to earn an addi- 
tional | million yuan and benefiting the company and 
encouraging farmers to develop the diversified economy. 


II. Although the diversified eco . 
enterprises of all localities have m:.” : 


opment, some problems and restricting factors exist in 


enterprises is also uneven. Some villages have more than 
10 enterprises while others have none. 
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2. A fairly large number of peasants do not have suffi- 
cient understanding of diversified economic develop- 
ment. Comrades of Songyuan Municipality said there 
are in general five erroneous ings and tenden- 
Cies: namely some peasants are afraid to take risks, some 
lack technological know-how, some are comfortable and 
content with status quo, some do not have the connec- 
tions, and some are lazy and unwilling to try. 


3. Socialized service lags behind the demand of develop- 
ment. First, peasants, unfamiliar with market informa- 
tion, do not know what to engage in. Some, after starting 
something, fail to keep up with market information and 
cannot find any buyers. They end up losing money and 
become afraid of doing anything else. Some objective 
problems here include ineffective organization and lead- 
ership on the part of village cadres, inadequate attention 
to assisting peasants in solving practica[ i}ssues, simple 
working methods, and use of coercion and command- 
ism. Second, promotion and application of science and 
technology are inadequate in rural areas and technolog- 
ical service is behind. The masses of people reflect that 
the promotion and application of scietific and techno- 
logical achievements are better in grain production than 
in the diversified economy. Comrades of Songyuan City 
said that the investigation of 900 breeders in Changling 
County shows that the death rate is a staggering 18.4 
percent for fowls and 11 percent for hogs. In the year of 
1993, 2,100 hogs and 25,000 fowls died in Dongshan 
Township of Changlig County. 


4. Lack of funds. Peasants want to engage in the diver- 
sified economy but they do not have the capital. It does 
not pay to get loans and they are afraid to take the risks. 
This is also true with township enterprises. No matter 
how promising a project looks, it takes money to get 
started. Some townships and villages have no option but 
resort to the road of joint management with individual 
households. Some even engage in “inter-dependent” 
enterprises, thus adversely affecting the rapid and 
healthy development of township enterprises. 


5. Some city and county leaders state that there are some 
overlapping problems in the statistics of the diversified 
economy and township enterprises and the real picture is 
not reflected. Shuizi Town of Qianan County have 
counted all households which raise more than 100 heads 
of sheep, 20 heads of cattle, and 20 heads of hog as 
township enterprises. 

III. My humble suggestions are as follows: 


1. It is necessary to enhance understanding. Developing 
the diversified economy and township enterprises is the 
basic interest of those peasants who want to increase 
production and income and become better-off. It is also 
the center of rural policy of the party at the current stage. 
We must view and guide the development of the diver- 
sified economy and township enterprises from this angle. 
The reality of the development proves that the diversi- 
fied economy and township enterprises are an effective 
way which needs to be pursued with greater efforts. 
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2. It is necessary to establish the concept of suiting 
measures to local conditions. Cattle breeding in Tuanjie 
Village of Shanyou Township of Fuyu District, fish 


work. Like township enterprises, the diversified 


economy requires that we play up our advantages and 
combine reality with development. If we fail to do so, we 


on the role of township enterprises. Judged from the 
current situation, the diversified economy, which 
requires little investment, yields fast returns, and makes 
a@ great impact, can solve not only the problem of 
increasing and income but also the problem 
of surplus labor. With low technical requirements, every 
household and individual can do it. As long as one is 
determined to work hard and “the sky is the limit,” 
planting, raising,eto—nothing is impossible. The diffi- 
culty of t is comparatively lower and the 
potential, greater. Township enterprises have indeed 
played a great role in the development of rural economy 
and should be promoted vigorously. But since their 
technology, equipment, and market conditions 
requirements are higher, not every village and 
household can handle them. 


to sum up experiences and conscien- 
and resolve issues arising in development. 


scale is an effective experience 
summarized and popularized. 
guidance of models, it is very difficult to 
arouse peasants’ enthusiasm overnight. Relying on lec- 
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cannot be achieved; without the economy of scale, 
markets cannot be formed for the diversified economy or 


township enterprises. We should carefully analyze issues 


Article by Bai Jianwei (4101 1696 0251): “Excessive 
on Private Enterprise”) 


(FBIS Translated Text] In )“ingxia, development in the 
economy has been slow in recent years. 


ii 


JPRS-CAR-94-053 
8 November 1994 


the following reasons: rising commodity prices, declining 
purchasing power, liquid capital being tied up in real 
estate, and the heavy burden of taxes and other fees. In 
order to promote a healthy development in the private 
economy, the Autonomous Region People’s Govern- 
ment this year has spelled out in relevant documents the 
regulations that beginning March 31, outside of the taxes 
and management fees which the Department of Industry 
and Commerce collects from individual enterprises, col- 
lection of all other administrative and operating fees is 
suspended until further notice. Because some adminis- 
trative and operating units nevertheless continued to 
collect their fees, the Region’s Departments of Com- 
modity Prices, Treasury and Industry and Commerce 
jointly issued strict regulations in a directive dated 
March 1994 entitled, “Notice Concerning the New 
Types and Criteria for Administrative and Operating 
Fees Collected from Individual Enterprises in the Pri- 
vate Economy.” But when this reporter called on a 
number of individual entrepreneurs in recent days, they 
bitterly complained about the unreasonable fees [they 
still have to pay]. The government has clearly spelled out 
in written regulations the fee to be collected by the office 
for epidemic prevention: | 1 yuan covering material and 
personnel costs collected once a year from each person. 
This reporter learned, however, that the fees paid to this 
office by one individual entrepreneur who operates a 
leather stall in Yinchuan City included the following: 10 
yuan for the inspection certificate, 17.5 yuan for the cost 
and labor (of framing the certificate), 6 yuan for the seal, 
35 yuan for chemical tests, 25 yuan for physical exami- 
nation—the total amount exceeding the official fee by 
87.5 yuan. But that is not the worst case. In less than one 
month, fees totalling 903.8 yuan were collected by four 
different government units from the operator of another 
leather stall located at Limin Street in Yinchuan City; 
namely, 30 yuan for public order and security, 15 yuan 
per-stall for health and sanitation fee, 138.8 yuan for 
disinfecting fee including the deposit for the container, 
and 720 yuan of space usage fee. The entreprencurs 
could not help but complain: how much can we make 
selling in the open air under the hot sun in one day? It’s 
not easy to run an individual business! There are 
numerous taxes levied by our Region on individual 
enterprises in the private economy. Take 1991 for 
example: individual enterprises contracted for 770 mil- 
lion yuan of taxes and paid 77.7 million; Yiwu City in 
Zhejiang Province contracted for 1.2 billion yuan of 
taxes and paid 30 million; Baigou City in Hebei Province 
contracted for 800 million yuan of taxes and paid only 
1.7 million. In comparison, therefore, the taxes our 
Region collects from the private economy are considered 
rather high. An entrepreneur putting up a stall in the 
village on market day has to pay a site usage fee. Fee 
collectors from some government offices have also cre- 
ated considerable resentment among individual enter- 
prises when they arbitrarily take goods or other items as 
substitutes for fees which the entrepreneurs are unable to 
pay. Individual entrepreneurs who are party members 
said that they are more than willing to pay taxes to the 
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government, but the behavior of the fee collectors has a 
chilling effect and is damaging the image of the party, 
and the government should take steps to deal with this 
type of situation. 


In the view of the Department of Industry and Com- 
merce, a stable system of low taxes should be main- 
tained, and the tax base should be broadened to create a 
beneficial cycle which leads to collection of more rev- 
enue in the end. Government administrative and oper- 
ational offices charged with collecting fees from indi- 
vidual enterprises should not only collect the fees but 
also coordinate with the Department of Industry and 
Commerce and help individual enterprises to develop 
and prosper. Compared with other areas, Ningxia’s eco- 
nomic development is considered rather backward, and 
if large amounts of taxes are collected and the blind 
fee-collection situation not controlled, then the devel- 
Oping private economy in our Region will only weaken 
and decline, and it would be only empty talk to expect 
that the private economy will stimulate national eco- 
nomic development. On balance, we must adopt prefer- 
ential policies and create a favorable environment to 
help the private economy in our Region to grow and 
develop; in all the cities and localities, party cadres and 
government officials cannot merely give lip service to 
this objective, but must firmly grasp the task of imple- 
menting the various measures in order to achieve the 
goal of economic development. 


Sichuan Private Enterprises Increase 


95CE0013V Chengdu SICHUAN RIBAO in Chinese 
26 Sep 94 p I 


{[FBIS Summary] By the end of June, the number of 
individual enterprises in Sichuan Province had 
increased from 152,000 in 1982 to 1,622,000; and the 
number of private enterprises increased from 361 to 
14,885. By the end of this century, Sichuan plans to have 
2.2 million individual enterprises and 50,000 private 
enterprises. 


Foriegn Trade, Investment 


MOFTEC Offficial Discusses Foreign Trade Law 


95CE0022A Beijing GUOJI SHANGBAO in Chinese 
17 Sep 94 p 2 


[Article by Shi Zhaoyu (4258 0664 3768), Treaties and 
Laws Department of the Ministry of Foreign Trade and 
Economic Cooperation (MOFTEC): “Study the Forcign 
Trade Law, Implement the Foreign Trade Law—Cursory 
Discussion of the Scope of the Foreign Trade Law.” 
Responsible editor: Gu Yuan (0657 0337)} 


[FBIS Translated Text] 1. The Range of Entities 
Involved in the Application of the Foreign Trade Law 


The range of entities involved in the application of the 
Foreign Trade Law [FTL] refers to what kinds of gov- 
ernment agencies, organizations, organizational struc- 
tures, and individuals are involved in the application of 
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the FTL. An overview reveals that it is one of the 
conspicuous characteristics of China’s FTL that its var- 
ious provisions involve a great variety of entities. 


1) The State 


That the state is a principal entity involved in. the 
application of the FTL is due to the very nature of the 
FTL. The FTL is an administrative-type law, part of the 
whole body of administrative laws. It establishes the 
fundamental institutional system as well as the funda- 
mental guiding policy for China’s administration of its 
foreign trade, and it gives effect to the fundamental 
principles of all foreign trade activities. The principal 
entity involved in this fundamental institutional system 
and in these principles is undoubtedly the state, i.e. the 
People’s Republic of China [PRC]. 


Judging by the actual provisions of the FTL, the state 
constitutes the fundamental entity in the application of 
the FTL; over half of its 44 articles designate the state as 
subject. According to the form adopted in the provisions 
of the FTL, there are three situations where the state 
appears as a principal entity involved in its application: 


One is where the FTL directly bestows certain rights or 
directly imposes certain obligations on the state, as in 
Articles 5, 6, 7, 29, 30, and 31. These provisions directly 
prescribe the rights and obligations of the state to do or 
not to do certain things. Named subject of these rights 
and obligations to do or not to do certain things, the state 
is undoubtedly made a subject in the application of the 
FTL. However, the state is only an abstract entity of a 
collective nature and as such incapable of concrete 
action or deliberate abstention from certain actions. In 
actual life, the state must therefore exercise its rights and 
fulfill its obligations through the concrete actions of 
certain agencies or individuals. Although these agencies 
and individuals that represent the state in these acts 
appear outwardly as subjects, it is in actual fact the state 
that is truly the subject of the said acts. 


Second, some articles in the FTL prescribe that certain 
rights are to be exercised and certain obligations to be 
fulfilled by the foreign economic and trade departments 
of the State Council or by relevant departments of the 
State Council, for instance, Articles 3, 18, 19, and 20 are 
such instances. As already said earlier, because the 
foreign economic and trade departments of the State 
Council or the relevant department of the State Council 
are administrative organizations that represent the state 
in the exercise of rights and fulfillment of obligations, it 
is therefore a fact that despite the said departments 
outwardly appearing as subjects of action, the actual 
subject is still the state. 


Third, some provisions of the FTL do not directly point 
out the subject of the particular provision, and this 
occurs mainly in some provisions dealing with legal 
responsibility. For instance, Article 38 of the FTL stip- 
ulates: “Smuggling goods of which import or export is 
prohibited or restricted constitutes a criminal offense, 
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and the criminal responsibility shall be closely investi- 
gated according to the supplementary regulations on the 
suppression of smuggling.” It goes without saying that 
according to the relevant Chinese laws, it is the statutory 
duty of China’s judicial organs to “closely investigate 
into the criminal responsibility.” However, the judicial 
organs are clearly representing the state in fulfilling their 
duty, so that it is still undoubtedly the state that is 
subject in the application of this provision. 


It has to be pointed out that it is the Ministry for Foreign 
Trade and Economic Cooperation [MOFTEC], being the 
department of the State Council charged with the com- 
prehensive administration of the entire country’s foreign 
trade and economic relations, that is actually the depart- 
ment which the FTL refers to as the “relevant depart- 
ment in charge of foreign economic relations and trade.” 
The state’s fundamental institutional system, funda- 
mental guiding policy, and fundamental principles in 
foreign trade are mainly implemented through the con- 
crete actions of MOFTEC. It must therefore be realized 
that the state, a merely abstract aggregate, uses 
MOFTEC as its major entity in the concrete applications 
of the FTL. 


2) Foreign Trade Operators 


According to Article 8 of the FTL, foreign trade opera- 
tors are all legal persons and other trading organizations 
that are lawfully engaged in foreign trade activities. 


Foreign trade operators who are entities involved in the 
application of the FTL must, first of all, fulfill the 
particular conditions specified in the FTL. These condi- 
tions comprise: They must have their own name, own 
organizational structure, a clear and distinct sphere of 
foreign trade operations, and a place of business and 
capital as needed to pursue foreign trade operations. The 
FTL stipulates further rights and obligations for foreign 
trade operators, such as that they must conduct their 
business lawfully and independently, must assume sole 
responsibility for their own profits and losses, must 
honor all contract obligations, must guarantee quality, 
must settle and use foreign exchange according to law, 
must not forge, falsify, buy, or sell certificates of origin or 


import/export permits, etc. 


Foreign trade operators are the basic entities concretely 
conducting foreign trade activities. Being the funda- 
mental law in the area of foreign trade, the FTL simply 
had to lay down, from the viewpoint of state control, 
certain necessary norms and restraints with regard to the 
trade activities of the said basic entities. According to the 
relevant provisions of the FTL, foreign trade operators 
are not only the various kinds of foreign trade compa- 
nies, enterprises, and organizations that possess all 
legally prescribed attributes and have been approved by 
the State Council’s department in charge of foreign trade 
and economic relations, but also lawfully established 
foreign-invested enterprises. In other words, foreign- 
invested enterprises are subject to the provisions of the 
FTL, in addition to being subject to laws and regulations 
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concerning foreign investments. According to statistics, 
there are now over 7,000 foreign trade enterprises of 
various kinds throughout the country, and over 170,000 
foreign-invested enterprises have been approved 
according to law. All these companies and enterprises 
constitute entities to which the FTL applies, and all must 
conduct foreign trade activities according to the provi- 
sions of the FTL. 


3) Chambers of Import-Export Commerce and the China 
Council for Promotion of International Trade 


Article 35 of the FTL contains a special provision of 
principle with regard to the functions of chambers of 
import-export commerce. According to this provision, 
the chambers of import-export commerce shall render its 
members appropriate guidance in their foreign trade 
activities, shall render consultation services, shall 
transmit suggestions from its members to the relevant 
government departments, and shall also actively pro- 
mote foreign trade activities. These provisions of the 
FTL provide legal basis for the relevant functions of the 
chambers of import-export commerce and for their cor- 
responding activities. They also demand of the chambers 
of import-export commerce that they fulfill their func- 
tions strictly according to the provisions of the FTL, as 
anything else would be violations of the FTL. To pro- 
mote the smooth development of China’s foreign trade, 
the FTL also contains some provisions of principle with 
regard to the promotional functions of the China 
Council for Promotion of International Trade. It is for 
this reason that the chambers of import-export com- 
merce as well as the China Council for Promotion of 
International Trade constitute subjects in the applica- 
tion of the FTL and must correspondingly conduct all 
py activities according to the relevant provisions of 
FTL. 


4) Individual persons cannot yet become foreign trade 
operators, according to the relevant provisions of the 
FTL, but that does not mean that the provisions of the 
FTL do not apply to individual persons. Under certain 
conditions, individual persons can also become subjects 
in the application of the FTL. 


Individual persons may appear as subjects in the appli- 
cation of the FTL mainly in two respects: On the one 
hand, every concrete action by a relevant organ or 
organization of the state or by an enterprise or organi- 
zation which acts as foreign trade operator, requires 
specific individual persons to carry out such action, and 
whenever individual persons become active in foreign 
trade operations, they definitely have to observe the 
provisions of the FTL. If they violate the relevant 
provisions of the FTL, it is not only the organ, organi- 
zational structure, enterprise, or organization involved, 
but also the individual persons involved that will be held 
responsible. This point is made quite clear and has been 
well defined in the FTL. On the other hand, any viola- 
tion of relevant provisions of the FTL by an individual 
person constitutes a criminal offense, which the judicial 
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organs concerned will prosecute according to the provi- 
sions of the FTL and according to any other laws 
relevant to the case. In this way the relevant provisions 
of the FTL will indeed directly apply to individual 
persons, and it is beyond any doubt that individual 
persons are subjects to whom the FTL applies. It also 
demands of each one of us to consciously observe the 
provisions of the FTL when engaged in foreign economic 
and trade activities, as we may otherwise be held fully 
responsible for all legal consequences. 


2. The Range of Objects in the Application of the FTL 


The range of objects in the application of the FTL refers 
to the various kinds of acts and activities that are 
involved in the application of the FTL. According to 
Article 3 of the FTL, import and export of relevant 
commodities, import and export of technologies, and 
acts and activities of the international service trade all 
constitute objects to which the FTL applies. 


1) Acts and Activities Involved in the Importation and 
Exportation of Commodities and Technologies 


Imports and exports of commodities are the traditional 
items of foreign trade, and the FTL, being the funda- 
mental law in the area of foreign trade, cannot but 
include acts and activities involving imports and exports 
of relevant commodities in the range of its application. 
However, imports and exports of technologies have 
evolved only gradually with the development of China’s 
reform and opening up to the outside world. They have 
by now reached a certain scale and have indeed become 
an important organic part of China’s foreign trade. 
Although the objectives may differ in the importation 
and exportation of commodities as against the importa- 
tion and exportation of technologies, and specific 
methods and procedures may also differ, the funda- 
mental principles and rules in the application of the FTL 
are essentially the same, and methods and measures of 
administrative control are also essentially the same. The 
FTL therefore does not specifically differentiate between 
the two different lines of importation and exportation 
and does not formulate two sets of different legal provi- 
sions, but rather integrates the two together in one 
appropriate set of provisions. 


Judging by the specific provisions of the FTL, acts and 
activities of importing or exporting commodities and 
technologies are made objects in the application of the 
FTL with the following special characteristics: 


First, the FTL does not define such fundamentals as 
what is “commodity,” what is “technology,” and what is 
“import and export.” Because the FTL is the funda- 
mental law in the area of foreign trade, it ought not and 
need not say anything on these specific fundamental 
questions. This may rather be left to the relevant supple- 
mentary regulations or enforcement provisions that will 
be promulgated later. On the other hand, traditional 
concepts and definitions are continuously eroding due to 
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new developments in modern technology and interna- 
tional trade, and new concepts and things are continu- 
ously coming up, so that distinct definitions in the FTL 
would not only be difficult to give, but would also cause 
some technical legislative problems. For instance, there 
would be need to continuously and regularly revise the 
provisions of the FTL, following every new development 
in foreign trade practices. This would be detrimental to 
the stability of the FTL. In the actual application of 
relevant provisions of the FTL, the questions of what is 
“commodity,” what is “technology,” etc. may therefore 
be resolved by linking the provision concerned with the 
concrete realities of the case in question. 


Second, there is, one may say, an intricate and ever 
changing array of acts and activities involved in the 
importation and exportation of commodities and tech- 
nologies, and the FTL cannot and also need not formu- 
late specific provisions for each of these acts and activ- 
ities. It is only from the viewpoint of state control of 
foreign trade and maintenance of proper order in foreign 
trade that the FTL provides appropriate rules. For 
instance, the FTL has clear and distinct provisions on 
the fundamental institution of commodity and tech- 
nology imports and exports, and on conditions and 
principles governing import-export prohibitions or 
restrictions for certain commodities and technologies. 
As to specific commercial transactions between parties 
in the importation or exportation of commodities and 
technologies, how to conclude contracts, the formalities 
of contracts, the legality of contacts, etc., all these 
matters fall into the scope of traditional commercial law, 
for which there are already appropriate laws and regula- 
tions in China, so that the FTL does not make any 
provisions of its own. 


2) Acts and Activities Involved in International Service 
Trade 


Including international service trade in the scope of its 
regulation is a special characteristic of China’s FTL and 
demonstrates the modernity of China’s FTL. On the one 
hand, even though international service trade has its 
peculiarities, also involves many domestic trades and 
administrative agencies, there appertain to it certain 
rules that have to be followed, and some fundamental 
principles and rules of the importation and exportation 
of commodities and technologies apply equally to the 
international service trade. The FTL is therefore well 
justified to include international service trade in the 
scope of its regulation. On the other hand, the Uruguay 
round of the General Agreement on Tariffs and Trade 
had already reached a special agreement, setting general 
principles and rules for service trade. China participated 
in the discussions on service trade at the Uruguay round 
and also signed the agreement on service trade, that was 
finally arrived at, and China then also included interna- 
tional service trade as within the scope of China’s FTL. 
This was beneficial for aligning China’s economy with 
the international economy, and also demonstrated 
China’s resolve to conduct and promote international 
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service trade activities according to current international 
rules. It is for this reason that a special chapter of the 
FTL deals particularly with the issue of the international 
service trade. 


However, service trade is after all in many ways different 
from ordinary commodity or technology trade. In view 
of the fact that China’s international service trade is at 
this stage just starting up, many questions will still have 
to become concretized in laws and regulations with the 
benefit of increased practical experiences and greater 
wisdom. Furthermore, in view of the fact that the 
administrative control of China’s service trade is scat- 
tered among numerous departments and actual service 
trade activities and acts are relevant to many specific 
rules and regulations, China’s FTL concerns itself only 
with general principles and guidelines for China’s bur- 
geoning international service trade. These provisions 
constitute the primary and fundamental basis for 
China’s relevant departments that are now taking up 
international service trade activities. Whenever relevant 
departments and enterprises will conduct actual interna- 
tional service trade activities, they will have to observe 
the above-mentioned principles and guidelines and 
must, in addition, adhere to the provisions of all other 
relevant laws, rules, and regulations. 


3. Regional Scope of the FTL 


Thé regional scope of the FTL refers to the territory in 
which the FTL applies. ges Ny pnt ay 
of Chinese law, the FTL, which was passed by the 
Standing Committee of the National People’s Congress 
[NPC], applies throughout the entire territory of the 
PRC; there is no doubt about that. 


Article 43 of the FTL stipulates that the FTL does not 
apply to independent custoris regions of the PRC. There 
are now three such regions, namely Taiwan, Hong Kong, 
and Macao. For historical reasons, China’s sovereignty 


concept of “one country, two systems” to resolve the 
problem of Taiwan’s reversion to the motherland, and 
according to the Basic Law for Hong Kong, the men- 
tioned three regions may retain their legal systems even 
after reversion to the motherland. The various provi- 
sions of the FTL will therefore of course not apply in the 


Uniform applicability of the FTL throughout the entire 
territory of China, with the exception of the independent 
customs regions, demands of every locality and every 
region within China’s borders to apply the uniform 
foreign trade system and to enforce the uniform laws on 
foreign economic relations and trade. All localities and 
all sectors must observe the various provisions of the 
FTL; their rules, regulation, and administrative rescripts 
of a local nature must not conflict with the FTL, other- 
wise they would have to bear full responsibility for 
violation of the FTL. 
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4. Time Limits for the Application of the FTL 


When does the FTL come into force, up to what date will 
it be in force, has it retroactive force, these are all 
questions of the time limits of the FTL. 

The FTL explicitly states that it came into force on | July 
1994. As to the question up to what date the FTL will be 
in force, we may in principle say that it will only cease to 
be in force when the NPC will pass a new FTL or will 
explicitly abrogate the current FTL. It will then cease to 
be in force from the day the new FT1L will be in force or 
from the day of abrogation of the current FTL. During 
the period that it will be in force, appropriate adjust- 
ments or changes by the NPC will not affect the validity 
of the FTL as a whole. 


The FTL has no provisions regarding its retroactive 
force. According to the general principle of Chinese law 
it must be assumed that the FTL has no retroactive force, 
which means that its provisions do not apply to action 
before the enforcement of the FTL. 


Academic Views Intellectual Property Rights 


94CE0715A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 8, 17 Aug 94 pp 49-52 


{Article by Tong Shuxing (4547 2579 5281), affiliated 
with the Foreign Economic Relations and Trade Univer- 
sity: “A Discussion of the Protection and Use of Intel- 
lectual Property Rights”) 

{[FBIS Translated Text] Intellectual property rights 
{IPRs} have long been protected. On 20 March 1883, the 
major capitalist countries signed the first international 
treaty for the protection of industrial property rights, the 
Paris Convention, setting the limits of protection for 
industrial property rights, as well as principles, such as 
national treatment, preference, regionalism, and inde- 
pendence. Then on 9 September 1886, they signed the 
Bern Convention on the Protection of Literary and Art 
Works. These important international conventions on 
IPRs have been signed and recognized by the world’s 
major trading countries. But as IPRs have now become a 
conspicuous issue in international relations, as well as in 
China’s foreign economic relations, studies of the issue 
are urgent. 


Protection of International Property Rights 
Throughout the World Is Growing Broader and Stricter 


IPRs are a kind of property rights, also called intellectual 
achievement rights, referring to the special rights granted 
by law to the owners of intellectual property to enjoy the 
intellectual achievements of their creativity. They are 
divided into the two major categories of industrial 
property rights and copyrights. Industrial property rights 
cover inventions and industrial designs in all fields, 
appearing legally in the form of patents; inventions 
create new plans for solving technical problems; indus- 
trial designs refer to artistic creations of manufactured 
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goods exteriors. Industrial property rights also include 
trademarks, service symbols, commercial names and 
designations, and names of places [countries] of origin. 
Copyrights refer to artistic and literary creation rights, 
also called intellectual property rights. 


Protection of IPRs throughout the world is now growing 
stricter and broader, with the setting for this being the 
rapid development of S&T, the increasing turning of 
technology into trade objects, and the growing expansion 
of knowledge-intensive products in international trade, 
with the imbalance in business and trade developments 
setting off trade conflicts and frictions between coun- 
tries. The recent conclusion in this setting of the Uru- 
guay Round of the GATT and the Agreement on Trade- 
Related IPRs shows that the protection of IPRs 
throughout the world has entered a new stage. The 
Agreement on IPRs in the Uruguay Round was charac- 
terized mainly by the high standards and levels of 
protection for IPRs, expressed as the following: 


1. It provides for a wide scope of protection for IPRs, 
with almost all forms of intellectual property, including 
commercial secrets, in the scope of protection. The scope 
of protection covers eight fields: Copyrights and perti- 
nent patents; trademarks; country-of-origin symbols; 
industrial designs; patents; integrated circuit designs; 
undivulged information (commercial secrets); and the 
control of restrictive terms in licensing contracts. This 
agreement far exceeds all existing international conven- 
tions in its provisions in the areas of protection terms, 
patent limits, and pertinent applications. 


2. It provides detailed law enforcement procedures for 
IPRs, such as administrative, civil, criminal, and border 
and interim procedures; but in the pertinent interna- 
tional conventions, enforcement procedures are com- 
pletely the affair of each country’s domestic laws. While 
legal protection for IPRs follows the principle of strict 
regionalism [territoriality] and the independence of each 
country, the Agreement on IPRs in the Uruguay Round 
requires the laws of all countries to be dovetailed with 
the agreement, providing the principles of most- 
favored-nation and national treatment, so that IPR 
protection is actually growing ever more international- 
ized. 


3. In the area of IPR-related disputes, the agreement 
provides the dispute-resolution procedures applicable to 
the GATT, with cross-retaliation becoming a powerful 
means of forcing signatories to observe agreement com- 
mitments, but the existing conventions do not have such 
effective dispute-resolution mechanisms. 


In light of the existing difficulties in enforcing the IPR 
agreement by developing countries, the agreement pro- 
vides that developing countries have a 5-year transition 
[grace] period for enforcing the protection standards 
provided by the agreement and for adjusting domestic 
laws, meaning that developing countries can postpone 
enforcing the agreement for 5 years. 
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ening our protection of IPRs, by perfecting our 
IPR legislation 
While our stronger IPR protection involves mainly tech- 
nology trade, it also involves commodity trade, pat- 
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trade Thus, to 

develop international trade, China also has to adapt to 
the general world trend of stronger protection for IPRs. 
While stronger IPR protection in the short term may 
increase ‘import costs, from a basic and 
view it will not only protect the rights and 

interests of IPR owners, but also will benefit recipients. 
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individuals to invest in inventions and creations, it 





first steps in the area of IPR Restricted 
historical conditions and by our centrally- 
planned economic China’s IPR legislation and 


attention. To meet the needs of domestic and foreign 
trends, China in the 1980’ to publish 
and enforce a series cf IPR laws. 


On 23 August 1982, the NPC Standing Committee 
passed the “Trademark Law,” putting it into effect on 1 
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March 1983; on 12 March 1984, the NPC Standing 
Committee passed and published the “Patent Law,” 
putting it into effect on 1 April 1985; on 24 May 1985, 
the State Council published the “ Regula- 


“Civil Law General Rules,” which treated IPRs as a civil 
right to be protected; on 7 September 1990, the NPC 
Standing Committee examined and approved the “Intel- 
lectual Property [Copyright] Law,” putting it into effect 
on 1 June 1991; on 4 June 1991, the State Council 
published the “Regulations for the Protection of Com- 
puter Software”; and in 1993 China published the “Anti- 
Improper Competition Law,” including an article on the 
protection of commercial secrets. 

also joined in 1984 the “Paris Convention for the 
Protection of Industrial Property,” joining in 1985 the 
“Convention on the Establishment of a World IPR 
Organization,” and in 1989 the “Madrid Agreement for 
International Registration of Trade Marks.” In addition, 
China joined in January 1992 the “Patent Cooperation 
Treaty” (PCT). 

To dovetail our legislation with international practice, 
China amended respectively in September 1992 and 
February 1993 our patent and trademark laws, putting 
the amendments into effect respectively on 1 January 
and 1 July 1993. China is also going to improve our 
intellectual property [copyright] laws in line with inter- 
national practice and the pertinent legal applications, to 
strengthen their protection dynamic. This shows that 
China’s IPR legislation is complete. 
III. Certain Chinese 


Due to a Poor 
Auszeneee eS eae oad Cheng 
Sastaining Great Losses for Both the State 
Enterprises. 


The incidents of infringement and deception experi- 
enced by certain enterprises can be classified as follows: 


1. When signing technology-import contracts, actions are 
not in line with the relevant protection clause provided in 
Article 6 of China’s Technology-Import Management 
Regulations, that ‘suppliers should guarantee that they 
legally own the technology that they provide,” thus 
infringing on the patents of the concerned foreign 

For instance, China since reform and opening has 
imported from Japan much color-TV manufacturing 
technology and production lines. Some importing enter- 
prises did not understand during negotiations that this 
included U.S.-patented technology, which the Japanese 
sponding protection terms when signing contracts, so 
that when Chinese enterprises later exported color TVs 
to the U.S., the concerned U.S. manufacturers said that 
the Chinese side had infringed on their patents, and 
demanded compensation. One electronics company in 
southern China is compensating a U.S. manufacturer in 
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the form of paying a commission on each color TV it 
exports costing increasing compensation. 

Taking another example, in 1989 a Guangzhou enter- 
prise signed a contract with the U.S. Corning Corpora- 
tion to import hydraulic-transmission production tech- 
nology from the U.S. Before this technology had been in 
production for 1 month, the U.S. Kearny-Sears Corpo- 
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This manufacturer claimed that it owned this tech- 
nology, as well as listing two patents and producing 
patent certificates as proof that it had acquired the 
patents for all southeast Asian countries. But while the 
manufacturer demanded $500,000 as compensation for 
the trade deal, a subsequent search by the Chinese patent 
sector found that this technology belonged to a U.S. 
power company, and that the patent certificates pro- 
duced by the manufacturer were both fakes. 


3. Underestimation of the widespread patent application 
and registration by Western companies to take over and 
monopolize markets creates export difficulties. 


A coastal Chinese enterprise imported technology to 
manufacture film from a U.S. company. But the contract 
provided that the product could not be exported to the 
traditional markets of the technology-transfer manufac- 
turer, resulting in the export region being very limited. 


4. In exports of S&T products and technology, the lack of 
ay application for patents causes S&T achievements 
to ost. 


The representative of a Chinese enterprise went to the 
U.S. to sell two S&T products and technology to two 
West-coast companies, proposing joint production with 
the foreign manufacturers. While the two U.S. compa- 
nies expressed great interest in this, they claimed that 
they needed time to evaluate and study the market 
potential for the technology, whereupon the representa- 
tive of the Chinese enterprise left samples for these two 
companies and returned home to wait for news. And 
when no news came, it was found that these two U.S. 
companies had already manufactured new copies of the 
products. But as the Chinese side had not applied for 
registered patents for these wo S&T achievements, it 
had no legal protection, leaving the U.S. side with no 
legal liability. 

5. Cheap exports have greater use-value patents. 


For instance, a Shenzhen company sold advanced envi- 
ronmental protection technology produced by a research 
unit in a certain Chinese city to a Hong Kong company 
for a price of only $40,000 HK. But the Hong Kong firm 
_ disclosed that this original patent could be auctioned off 

at a real price of $200,000. So it could be said that the 
research institute lost the equivalent of nearly | million 
RMB. 


Certain proprietary technology is leaked, causing unnec- 
essary losses. 


When a certain Chinese chemical machinery manufac- 
turing plant exported chemical machinery to a certain 
West Asian country, while it originally needed only to 
direct its installation, Chinese technicians actually gave a 
detailed report to the other side on matters, such as the 
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manufacturing principles and parts production system 
for this machinery, enabling the other side to master the 

ion technology for this machinery, and to pro- 
duce the same machinery and parts, so that it no longer 
needed to import them from China. 


IV. Ways To Strengthen IPR Protection and Use 


I. We need to disseminate knowledge about IPRs and 
their legislation, to establish an IPR awareness among 
industrial, commercial, and S&T circles. 


1. We need to clarify the basic idea of IPRS, such as 
patents, trademarks, industrial designs, and copyrights, 
understanding the exclusivity, timeliness, and territori- 
ality of IPRs. 


2. We need to clarify how infringements occur. We need 
to find ways to ensure that our S&T achievements and 
commodity brand names acquire legal protection, par- 
ticularly clarifying how “reverse engineering” is accom- 
plished, to prevent infringement. 

Reverse engineering refers to the breakdown and anal- 
ysis of imported products, to learn their manufacturing 
methods and technology. While this is a means to 
acquire technology that is used widely by all countries, 
reverse engineering cannot be used on technology that 
has oe fF patent protection, as patents confer pat- 
entholders with monopoly use rights. But reverse engi- 
neering occurs even with copyright or commercial secret 
rights protection, as such protection certainly cannot 
stop anyone from learning more about such 

The crucial matter is that copyrights certainly do not 
protect technical ideas, which anyone can use. And while 
commercial secrets are premised on secrecy, if technical 
secrets can be acquired through final products, their 
secrecy is lost. So while reverse engineering is not 
allowed for patented technology and products, it is still 
possible to get around patents by using substitute tech- 
nology to obtain the same results. 


To disseminate IPR knowledge, in addition to pub- 
lishing the pertinent pamphlets and increasing publicity 
reports in the press, we also need to hold short-term 
training courses in all areas, to add to the substance in 
this area in the specialized curricula of the concerned 
colleges and universities. 

2. We need strict enforcement. 


The pertinent IPR legislation that China has published 
and put into effect, such as patent laws, trademark laws, 
copyright laws, and computer software protection regu- 
lations, all needs to be strictly enforced. We need to 
investigate and affix the legal responsibility for viola- 
tions, to uphold the authority of our legislation, and to 
establish a good international image for China. 
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Population 


Household Registration System Damages Growth 
94CE0765A Shanghai ZHENGZHI YU FALU 
[POLITICAL SCIENCE AND LAW] in Chinese No 71, 
5 Aug 94 pp 60-63 


[Article by Xin Xin: “Trends in the Study of Chinese 
Household Registration System Reform” 


{[FBIS Translated Excerpt] [Passage omitted] 3. Shert- 
comings of Existing Household Registration System 


Everyone feels that the country’s household registration 
system plays an important role in building and consoli- 
dating the country’s people’s democratic dictatorship, in 
building the country’s socialist economy, and in allowing 
the people to live in peace and work in contentment. 
However, with reform of the national economic system, 
and particularly with the country’s transition from a 
highly centralized planned economy to a socialist market 
economy, this household registration system has shown a 
serious inability to adapt. 

One view is that an analysis of the complete permeation 
of household registration into social life, such as the 
correlation between household registration and social 
status, household registration and employment, house- 
hold registration and distribution, household registra- 
tion and education, and household registration and 
public facilities leads to the conclusion that the existing 
household registration system has a strong feudal color- 
ation. It’s policy orientation is toward binding people 
closely to the soil. Different grades of land carry a 
different range of rights, thereby creating a household 
registration heirarchy. Turned around, this heirarchical 
household registration system confers different rights on 
different people. Thus, household residence registration 
becomes the basis for distribution of benefits. 


Another view maintains that the shortcomings of the 
present household system show up promi- 
nently in three regards: (1) The free flow of manpower is 
a basic necessity in a market economy, but the present 
household registration system restricts this free flow. (2) 
Urbanization of the population is an inevitable trend in 
the development of commodity production, but the 
existing household registration system blocks this trend. 


accurate statistics; thus, it cannot reflect the country’s 
economic development. 

A third view is that the present household registration 
administrative system lags far behind economic devel- 
opment and, in some regards, it even directly hampers 
economic development. This shows up primarily in the 
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households, urbanization of the population has 


population from small cities and towns into large cities 
has limited the spread of advanced science and tech- 
nology that comes with manpower shifts. (3) Household 
registration administration data suggest that because 
existing household administration policies do not mesh 
with administrative measures for residence, employ- 


system, the rational flow of manpower and the optimal 
organization of production elements that development ofa 


countryside. This damages ties between city and country- 


distribution of benefits between cities and the countryside, 
distributing socio-economic benefits in favor of the cities. 
(7) It hampers the exchange of human talent between cities 
and countryside, putting a damper on the emergence of 
rural talent. (8) The problem under the existing household 
registration system of “converting from an agricultural to a 
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[Excerpt of article by Li Yixin (2621 5030 2450) and 
Zhang Huaging (1728 5478 3237), both of the Parent- 


and females, with more males marrying early. According 


age, indicating an early marriage rate of 9.63 percent. 
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grow. In the 47 villages, 23 couples living together in 
practice without registering for marriage licenses com- 


couple lives together without a marriage license; second, 


reproduction cycle, and in implementing 
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with oneaion de rural culture, an interference that 


Il. Analysis of Causes 


The key to the continuing problem of early marriage, early 
childbearing and unwed motherhood in the countryside, 
although forbidden, lies in some misunderstandings and 
gaps in management, primarily in the following areas: 
First, early marriage and early childbearing are caused and 
sustained by a rural labor shortage and the existence of 
feudal ideas regarding marriage and childbearing. With the 
advent of reform and openness, a contract system for 
production was implemented at the rural level so that 
raising a family as a means of building up a family fortune 
became the goal for the peasants. Instead, the contradic- 
tion between a family working to build its fortune and a 
labor shortage became the peasants’ “heart disease.” In 
this situation, it was only natural for peasants to think of 
building the family fortune in the individual proprietor- 
ship economy with additional manpower obtained through 
early marriage and early childbea. ing. 

Second, while agencies responsible for marriage manage- 
ment and family planning are operating on parallel tasks, 


to be out of sync with population control in four areas: 


marriage management and family planning are out of 
joint, marriage registration and family planning are out 
of joint; marriage statistics and population statistics are 
out of joint; and assessments of marriage management 
and population indicators are also out of joint. At 
present, cadres working in family planning find their 
work difficult because while they are responsibile for 
controlling early marriages and early childbirths, they do 
not have the authority to register and issue licenses for 
marriages. While they adopt administrative control mea- 
sures such as not providing childbearing counseling, and 
encouraging the masses to postpone childbearing to a 
later time, such moves are like “dragging oxen across the 
river, pulling them by their tails.” Although great effort 
has been expended, the effectiveness of such measures is 
limited. While they try to combine the offices of civil 
affairs and family planning by issuing marriage licenses 

and childbearing permits at the same time, such gestures 
are only form without substance. The hollow files of 
marriage management and childbearing management 
have resulted in an abnormal situation where “child- 
bearing in excess of the quota is punishable, early mar- 
riage is not questioned, and illegal marriage is no one’s 
business.” Not only does this affect the proper applica- 
tion of the “Marriage Law,” it seriously disrupts the 
implementation of the basic national policy of family 
planning and affects population planning. 


Third, marriage registration and management are weak- 
ened, providing opportunities for those who want to 
engage in early marriage, early childbearing, or illegal 
marriage. According to the survey, falsification of the 
facts and the practice of writing letters of introduction 
for marriage are common. Many cadres at the grass-roots 
level look at this situation of early marriage and child- 
bearing and illegal marriage with a blind eye. Or they 
may levy a small fine and consider the matter closed. 
Some relatives of cadre are even bold enough to openly 


disregard the law. 


Fourth, efforts at educating the public are weak and the 
rules and laws governing marriage are not healthy. At 
present, propaganda efforts to combine the “Marriage 
Law” and the policy of family planning together to 
educate the public are inadequate, and the focus is not 
sharply defined. Ideologically, the masses are not aware 
of the danger of early marriage, early childbearing, and 
illegal marriage, and their understanding of population 
disasters is not strong. Add to this, the fact that the 
“Marriage Law” does not spell out the punishment to be 
meted out for early marriage, early childbearing, and 
illegal marriage, which causes the masses to disregard it. 
Since the “Marriage Law” does not carry the legal 
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authority that it should have, the bad practice of early 
marriage, early childbearing, and illegal marriage con- 
tinues, while it continues to disrupt population planning. 
[passage omitted] 


Transportation 


Gansu Transportation System Surveyed 
95CE0040B Lanzhou GANSU RIBAO in Chinese 
20 Sep 94 pp 1, 2 


[Article by Zhou Yulan (0709 3768 5695): ““Three- 
Dimensional Transportation’—A Survey of Transporta- 
tion Building in Gansu Province”] 


[FBIS Translated Text] Standing before a map, we can see 
proudly that a three-dimensional transportation frame- 
work made up of highways, railroads, and civil aviation 
centering on Lanzhou is rapidly developing in Gansu and 
fanning out into the province and into the country. 


Simply by thumbing through a history of the development 
of transportation in Gansu, we can see clearly that trans- 
portation in Gansu has developed from scratch and has 
gradually grown entirely as the people’s republic has 
grown. It has been closely associated with the building of 
the economy, and it has been an undertaking that has 
commanded the energies and lives of several generations! 


One might say that it was not until the founding of the 
new China that the curtain was raised on railroad 
building in northwest China. During the First 5-Year 
Plan, large numbers of young people with noble aspira- 
tions surged into Gansu from every part of the mother- 
land to contribute their youth and to spill their blood not 
only on restoration of the Baoji-Tianshui line, but on 
building the first railroad line to Lanzhou—the Tian- 
shui-Lanzhou line. Chairman Mao Zedong wrote a com- 
memoration of this event as follows: “Celebrate the 
opening of the Tianshui-Lanzhou line. Go on to build 
the Lanzhou- Xinjiang Railroad.” Later on, the Lanzhovu- 
Xinjiang Railroad, the Baotou-Lanzhou Railroad, and 
the Lanzhou-Qinghai Railroad trunk lines, and a large 
number of feeder lines including the Yumennan and the 
Liujiaxiao lines were built in succession for the forma- 
tion of a railroad transportation network in northwest 
China centering on Lanzhou. This completely changed 
the former backward situation of only 50.4 kilometers of 
railroad lines in Gansu. Furthermore, wherever railroads 
went, key industrial projects including electric power, oil 
refining, chemical industry, woolen textile, and 
machinery projects sprang up rapidly making Lanzhou 
an important industrial city in the country. Speaking of 
this, one expert said descriptively: “Gansu’s industry 
came out of the clouds.” 


Actually, Gansu’s industry goes beyond this. Because of its 
geographic location, the building of railroads in Gansu has 
a bearing on movement throughout the northwest! 
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It is for this reason that the central government has paid 
ever more attention to railroad construction in Gansu 
since reform and opening to the outside world, com- 
pleting in rapid succession electrification of the Tian- 
shui-Lanzhou and the Wuwei-Lanzhou railroads, and 
putting diesel locomotives on the section between 
Wuweinan and Liulehe. It also invested 7 billion in the 
double tracking of the Lanzhou-Xinjiang line, in 

building the Baoji-Chongwei Railroad and in electrifying 

the Lanzhou-Shizuishan Railroad... 


It is for this reason that the Lanzhou Railroad Bureau and 


Bust,” ‘they ‘completed electrification of the Baoji- 
Zhongwei 


Xinjiang Railroad, yy, in just 2 years what it 
had earlier taken 7 years to do, thereby completing a huge 
task at a speed unprecedented in the annals of Chinese 
railroad building. In providing transportation, the Lan- 
zhou Railroad Bureau surmounted difficulties such as a 
serious shortage of energy. By girding for battle, tapping 
potential, and improving efficiency, it carried 13.02 mil- 
lion passengers and 46.05 million tons of freight in a year, 
passenger and freight volume converting to a 532 million 
ton kilometer turnover. This makes Lanzhou the biggest 
marshalling yard in the northwest, and the largest collec- 
tion and distribution point in the northwest for interna- 
tional containerized cargo. 


By comparison, the far flung rural villages of Gansu rely 
more on highway transportation. Old people still 
remember that immediately following liberation, it took 
a week to travel from Lanzhou to Dunhuang. They also 
remember that because there was no bridge in the high 
mountain and deep ravine Longnan area, nearly 100 
people lost their lives in torrential streams on rafts, and 
on ferries. 


Strong bonding greatly motivates the construction 
workers. During the first two decades following libera- 
tion, hundreds of thousands of highway construction 
workers surged into every part of the province. They 
faced the rigors of life in the steep crags of Longnan and 
slept outdoors on the Gobi at Hexi to widen more than 
3,000 kilometers of old road and build new roads. Thus, 
they made a substantial start and roughed out the design 
for the building of more than 70 trunk highways covering 
a distance of more than 30,000 kilometers. During the 
third decade, they built asphalt roads everywhere... 


In 1981, after every county was accessible by motor 
vehicle and every township had a highway, better quality 
and higher class highway construction became the 
emphasis. When equipment was lacking, the road 
builders used intelligence and their skills to push through 
tunnels and erect bridges. They built more than 3,000 
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bridges across the Gansu Plain. When manpower was 
contributions of labor. They upgraded highways through 

maintenance, finally realizing the “dream of trav- 
eling 1,000 li in a single day” on the Hexi window road. 
When money was in 
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province's highways were third class or above. Statistics 
show more than 120,000 passenger vehicles and trucks of 
all kinds in the’ province for a new situation in which 


together. The province's highways carry a respective 89 
and 86 percent of its passengers and freight. 

The province has completed all preparations for the 
building of two north-south and two cast-west highways 


ment of the economy throughout the province. 

Civil aviation is an up-and-coming part of three- 
dimensional transportation. The earliest Lanzhou civil 
aviation station served only as a transit point for the 
servicing of flights. It was not until the founding of the 
Lanzhou Civil Aviation Administration in 1959 that the 
Lanzhou station became a civil aviation base, a profes- 
sional flight base, and a flying maintenance base in 
northwest China. 


However, Lanzhou’s location in the center of China 
made rapid development of civil aviation there inevi- 
table. The opening of Zhongchuan Ai as the first 
civil aviation airport in northwest China in 1970 lay the 
foundation for development of civil aviation in Gansu. 


were built and opened in succession. This greatly 
improved the backward state of civil aviation in Gansu. 
In 1980, guided by Comrade Deng Xiaoping’s instruc- 
tion that “civil aviation must be run as a commercial 
business,” the development of civil aviation in Gansu 
picked up more speed. During the past more than a 
decade, civil aviation in Gansu has accelerated the 
modernization of its aircraft and equipment and trained 
up a fine flying corps. This corps showed its mettle on 
special flights during the Tangshan earthquake and the 
accident at number 2 tunnel in Shilishan on the Beijing- 
Lanzhou Railroad. They also completed the daunting 
task of test-flying the Chinese-produced Yun-7 airplane, 
thereby making a contribution to filling in a blank spot 
in China’s manufacture of civilian passenger planes. 
This corps has both steadily improved the quality of 
service and administration and management, with the 
result that Gansu civil aviation has a reputation for 
“safety, speed, and convenience.” 
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Today, more than 30 routes to all parts of the country 


et taking up this veal hundred thousand song 


Article Views Hunan’s Transportation System 


95CE0040A Changsha HUNAN RIBAO in Chinese 
5 Oct 94 pl 


[Article by correspondents Hu Yufen (5170 1342 5358) 
and Tang Qiaozhen (078! 0294 6518): “Front Runner 
on the Move—A Quick Survey of 45 Years of Develop- 
ment of Hunan’s Transportation Industry”) 


{FBIS Translated Text] Thanks to 45 years of struggle, 
transportation—that front runner of the national econ- 
omy—has rapidly come to the fore on 210,000 square 
km of Hunan Province. 


Hunan Province’s first railroad was the Zhuzhou- 
Pingxiang Railroad, which was built during the Qing 
Dynasty in 1903. During the period immediately fol- 
lowing liberation, Zhuzhou was a small town of slightly 
more than 3,000, but after the government built a 
railroad hub here in 1953, Zhuzhou became a transpor- 
tation hub for the B : i 


a national first class network trunk line for both the 
Beijing-Guangzhou, and the Zhicheng-Liuzhou lines. 
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The entire line will, it is hoped, be open to through traffic 
in 1997. Today, five major trunk lines—the Beijing- 
Guangzhou, Zhicheng-Liuzhou, Hengyang-Nanning, 
Zhejiang-Jiangxi, and Hunan-Guizhou lines—traverse 
the province from north to south and east to west, 
connecting with the steadily lengthening highway and 
water transportation routes to form a transportation 
network that crisscrosses the province and fans out in all 
sirecti 

During the period immediately following founding of the 
People’s Republic, Hunan Province had only 1,000 km 
of highways formally open to traffic. It had virtually no 
first class highways. Today, a highway network criss- 
crosses the province like ribbons closing the distance 
between one county and another, and one province and 
another. Since the beginning of the 1990s, in particular, 
$00 million yuan has been invested each year in new 
highway construction. Now the province has 58,421 km 
of highways, 58 times the total at the founding of the 
People’s Republic, and 50 percent of them are high grade 
highways. Formerly one saw high speed highways only in 
the movies, but now they have begun to spread 
throughout the province. Three high speed highways are 
being feverishly constructed in the province today. One 
of them runs from the Great North Bridge across the 
Xiangjiang at Changsha to the Huanghua Airport; 
another runs from Lianhuachong to Yijiawan; and the 
third runs from Changsha to Xiangtan. 


The people of Hunan may be proud that the province 
now has 10,010 km of shipping lanes. Hunan’s water 
transportation has endured great vicissitudes during the 
past 45 years. Today, the iron ore that the Xiangtan Iron 
and Steel Company imports from Australia no longer has 
to take the train from Shanghai to reach its destination. 
Instead, the Hunan Ocean Shipping Company uses a 
waybill to have shipments delivered promptly 

company pier. This should help the steady extension of 
the Xiang Jiang |,000 ton class ship shipping channel. 
The Chenglingfan 5,000 ton foreign trade pier that is 
now being built will make a living reality of the dream of 
several generations about oceangoing ships coming up 
river. The ocean going fleet that the province has built is 
now able to sail to 40 countries and territories including 
Japan and Australia. It has become a new means by 
which Hunan Province has increased international inter- 
course and advanced the opening to the outside world. 


The province's shipping industry developed from 
scratch, and went through tumultuous changes. During 
the period immediately following liberation, the whole 
province had only two reguiarly scheduled shipping 
lines. For a fairly long time thereafter, it remained in the 
awkward position of military and civilian sharing of an 
airport, and accomodating only in-transit flights. In 
1984, the province's civil aviation began rapid develop- 
ment with the building in turn of the Huanghua Airport 
and the Zhanghuajie Airport, and the improvement and 
expansion of the Hengyang Airport and the Doumuhu 
Airport in Changde. Today, the Huanghua Airport is 
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able to handle the take off and landing of large and 
medium size aircraft including Boeing 737s and 757s. 
week, 320 flights fly to 30 cities throughout the 

In 1993, it handled 890,000 tourists, and in 
1994, its passenger volume is expected to top 1.3 million, 
making it an important window for Hunan’s opening to 
the outside world. On 18 August, the formally opened 
Zhangjiajie Airport began domestic flights to Beijing, 
Shanghai, Guangzhou, Shashi, and Changsha, and it will 
soon begin domestic and international flights to Shen- 
zhen, Haikou, Hong Kong, and Tokyo. Zhangijiajie, a 
scenic jewel in a valley of western Hunan, will rapidly 
become connected with the international tourism market 
now that the airfield is open for traffic. 


Article Views Tibet’s Highway Development 
9SCE0040C Chongqing XINAN JINGJI RIBAO 
in Chinese 27 Sep 94 p 3 


[Article by Tibet Autonomous Region Highway Admin- 
istration: “Seize Opportunities and Seek Truth in Facts 
to Advance Continuous Highway Development’’] 


[FBIS Translated Text] Highway construction in Tibet 
began only following the founding of the People’s 
Republic. Various factors including a distinctive history, 
gengraphy, and climate have endowed highway building 
in Tibet with its own special characteristics, which are 
manifested primarily in the following ways: First, Since 
is the only province or autonomous region in the 
country that has neither railroad nor water transporta- 
tion, delivery of all the materials needed for Tibet's 
—— and economic construction must depend 
transportation alone. The position of 

r- 4 is extremely important. It is 
lifeline for building Tibet's economy. Second, 
relatively minority nationality 
in consolidating border defense and in sabi 


Third, the geological conditions 
oe right-of-ways in the region are 
There are areas of extremely active new tec- 
movements in which changes in the weather are 
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economic development lags, financial resources are in 
short supply, accumulations are lacking, self- 

t and self-improvement capacity and 
highway construction capabilities are low, where 
highway maintenance has been seriously neglected, and 
where all trunk line and feeder road construction has 
been done with state investment, fraternal provinces and 
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regions assisting in construction. The fifteenth of 
December 1994 marks the 40th anniversary of the 
opening to vehicular traffic of Tibet's “lifeline” —the 


NU Ww 


9 border defense highways extending 11,654 km. A 
1,834 km highway system, 17,863 km of which is 
maintained, is open to vehicular traffic. The highways 


The maintenance system, which takes into account the 
distinctive role of highways and the realities of life in 
Tibet consists of separate national, provincial, and local 
highway maintenance systems. The region has six 
regional transportation bureaus responsible for trunk 
highway maintenance in four sections (or bureaus) sub- 
ordinate to the autonomous region’s highway adminis- 
tration. These bureaus have 49 highway section and 
maintenance teams, six maintenance and construction 
teams, 220 maintenance work zones, 667 road gangs, 
eight bridge maintenance offices, and four fords. The 
road maintenance and administration complement cur- 
rently totals 11,480, 1,337 of whom are administrative 
personnel. Administrative personnel include 236 tech- 
nical personnel. There are 32 technical person for each 
100 km of highway, one-fifth the number in fraternal 
provinces and autonomous regions. 


The region’s highway maintenance and administration is 
founded on conscientious implementation of the Min- 
istry of Communication’s construction and maintenance 
policy of “complete standardization, coordinated devel- 
opment, better maintenance, active improvement, scien- 
tific management, raising quality, administering high- 
ways according to law, and ensuring that highways are 
open.” The autonomous region’s Department of Com- 
munications is responsible for “safeguarding the Qing- 
hai-Tibet Highway, repairing the Sichuan-Tibet 
Highway and Nachang Highway, upgrading the Zhongni 
and Laze highways, connecting the Yunnan-Tibet 
Highway, improving Lashi Highway, protecting Motuo 
Highway, and building border defense roads.” Mainte- 
nance methods have improved through the gradual 
introduction of mechanization. The goal of GBM-izing 
{as published) trunk highways is the guiding approach. 
While keeping the highways open, small improvements 
such as building roads according to standards, straight- 
ening out hairpin curves, improving highway drainage, 
widening roads, and reducing slopes are actively pro- 
moted for better all-arouiid maintenance. All staff mem- 
bers and workers concerned with highway maintenance 
work with all their right, carrying on a year-round battle 
on 1,000 km of highways at an elevation above sea level 
averaging more than 4,000 meters. The selfless spirit of 
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contribution of the “high plateau road maintenance” 
personnel who fully demonstrate their special abilities to 
endure hardships, to fight, and to endure is a key element 
in ensuring that the main trunk highways remain open, 
and that the quality of highway maintenance steadily 
improves. Between January and June 1994, the good 
condition rate for trunk highways throughout the region 
was 42.9 percent, and the good condition rate for feeder 
roads was 42.4 percent. This was a respective 1.76 and 
1.2 percent higher than during the same period in 1993 
for preliminary realization of the Department of Com- 
munication’s goal of raising the level of highway main- 
tenance. 
Simultaneous with better maintenance and ensuring that 
seized opportunities, intensified reform of maintenance 
work as the special nature and realities of highway 
maintenance work in Tibet require. Since 1987, all main 
sections (or bureaus) have actively tried out different 
economic responsibility systems as required by the Min- 
istry of Communication’s “Various Ideas for Promoting 
and Perfecting Highway Maintenance Economic 
Responsibilities.” They have made major strides in 
reform and opening to the outside world, and in 
updating their thinking. Encouraged particularly by the 
remarks of Comrade Deng Xiaoping during his travels in 
south China and the spirit of the Fourteenth Party 
Congress, highway maintenance units at all levels have 
conscientiously summarized experiences, seized oppor- 
tunities, sought truth in facts, changed their ways of 
thinking, and reformed vigorously. During 1993, they 
began a painstaking investigation and study throughout 
the entire region, using repeated solicitations of views as 
the basis for inaugurating a “Highway Economic 
Responsibility System Having Three Quotas and One 
Contract Goals for Minor Construction and Mainte- 
nance,” which was put into effect throughout the 
region’s highway maintenance system. Implementation 
plans were promoted that took account of the tasks to be 
performed, the requirements of higher authority, the 
level of management, and technical conditions, each 
level from top to bottom contracting with another, and 
one level being responsible to another for the prelimi- 
nary formation of an economic responsibility system 
suited to “Tibetan realities that had as its goal the 
standardization of administration.” Minor and regular 
highway maintenance was based mostly on the condition 
of the highways contracted and the amount of funds 
available for maintenance. Specific methods are as fol- 
lows: 
1. The main criterion in higk-vay maintenance is the 
actual volume of traffic a highway carries, taken together 
with the highway’s economic, political, and national 
defense importance. Highway maintenance throughout 
the region is divided into five maintenance classes and 
two non-standard regular maintenance and recurring 
maintenance supplementary classes depending on 
whether the road surface is asphalt or cobblestone. 
Standard wages for a prescribed number of personnel, 
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machinery and tools use fees, and material costs of the 
main sections (or bureaus) are set, and the level of 
highway maintenance, personnel staffing, highway main- 
tenance costs, and the quality of maintenance on con- 
tracts highways (both the good condition rate and the 
overall value), and management responsibility are pre- 
scribed on the basis of many years experiences about the 
number of road maintenance personnel needed, their 
locations, and the amount of money needed for the 
purchase of materials and machinery. The bureau 
director (or main section director) responsibility system 
is tied to rewards and punishments. 


2. While ensuring that the highways remain open under 
normal conditions, fulfillment of highway maintenance 
quality criteria must be guaranteed. Of greatest impor- 
tance is year-round highway maintenance standards fol- 
lowed by premium grade highways, overall value cri- 
teria, and year-round inspections. 


3. Formulation of highway maintenance quality 
appraisal methods as an accompaniment to the “three 
quotas an one contract”’ responsibility system, 
employing a 100 points system to assign grades for 
specifics such as good condition rate, materials on hand, 
clearing and digging drainage ditches, ideological and 
political works, financial control, safety, machinery 
management, proper management, and planned parent- 
hood. 


4. Formulation of a rewards and penalties system for the 
issuance of rewards and penalties based on grading 
results to the Highway Administration, main sections (or 
bureaus) and highway section (or corps) road gangs. In 
addition, maintenance units at all levels throughout the 
region must improve internal administration as their 
own circumstances require, revising and improving their 
various administrative systems to meet the needs of 
constantly changing circumstances in highway mainte- 
nance. Promotion of the “three quotas and one contract” 
economic responsibility system has effectively broken 
down goals, responsibilities, rights, and interests level by 
level to the road gang level, thereby fully stirring the 
enthusiasm for production of the rank and file of staff 
members and workers. Practice with the system during 
the past two years suggests that the “three quotas and 
one contract” economic responsibility system pretty well 
meets the realities of highway maintenance work in 
Tibet, spurring development of road maintenance. 


After 40 years of unremitting efforts, thanks to the 
vigorous support of the Chinese Ministry of Communi- 
cations and the assistance of fraternal provinces and 
regions, where no formal highways existed before liber- 
ation, today a highway network fans out in all directions 
from Lhasa to serve a 1.2 million square km area. 
Thanks to the support given transportation, and the joint 
efforts of the rank and file of construction personnel, on 
1 January 1994, a highway began to be opened in 
sections and stages in the sole county in the region that 
has had no highway, Motuo County. 
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The convening of the Central Committee’s Third 
Tibetan Work Conference marks the entry of Tibet’s 
economic construction and social development into a 
new historical period. Because of the special role of 
highway transportation in Tibet where it plays a crucial 
role in the development of all economic endeavors, and 
where transportation must precede economic develop- 
ment, we face heavy responsibilities and a long road. We 
earnestly request the Ministry of Transportation, and the 
highway bureaus of all fraternal provinces and autono- 
mous regions to continue to provide us consideration 
and support. We are determined to use the opportunity 
that the holding of the Central Committee’s Third 
Tibetan Work Conference provides to redouble efforts, 
to work hard for the prosperity of the country, to seize 
opportunities, to steadily advance the development of 
highway maintenance, and to better serve the develop- 
ment of Tibet’s economy. 


Agriculture 


Agriculture Ministry Restructuring Outlined 
95CE0006C Beijing ZHONGGUO XIANGZHEN QIYE 
BAO in Chinese 5 Aug 94 p I 


[Article by Song Yi (1345 3015): “The Ministry of 
Agriculture Is the Functional Agency of the State 
Council in Charge of Rural Economy: The State Council 
Approves the “Three Fix’ Plan for the Ministry; the 
Township Enterprise Department Becomes the Town- 
ship Enterprise Administration’’] 


{[FBIS Translated Text] The State Council recently 
approved the “Plan for the Functional Assignment, 
Table of Organization, and Personnel Complement for 
the Ministry of Agriculture,” which stipulates that the 
ministry shift its focus to strengthening “guidance, sup- 
port, protection, and regulatory control” with respect to 
the rural economy; reform the old managerial system 
and work methods surviving from planned economy; 
rectify the internal and external relations of the agricul- 
\ural network; separate administration from functional 
service and administration from enterprise; transform 
ministerial function; streamline; improve results; and 
promote continued and stable development of rural 
production and economy. 


At noon 3 August, the ministry convened a mass meeting 
of cadres from organization departments and above to 
deploy and implement the plan. Representing the party 
faction, Minister Liu Jiang [0491 3068] explained this 
reform, noting that there are a number of distinct 
differences between it and the last restructuring. First, 
the plan clearly stipulates that the “Ministry of Agricul- 
ture is the functional agency of the State Council in 
charge of rural economy and responsible for effecting 
comprehensive administration over cultivation, animal 
husbandry, fishery, agricultural reclamation, township 
enterprise, feed industry, and farm mechanization.” 
This the biggest and most important change in ministry 
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function. Henceforth, the ministry not only must 
manage productive, technological, and other affairs 
involving development of productive forces but must 
also strengthen its involvement in administrative 
reform; stress productive forces and relationships simul- 
taneously; and, while continuing to emphasize produc- 
tive links, participate in the emphasis on circulation and 
stress socialized service before, after, and during produc- 
tion so as to promote comprehensive development of 
rural economy. Second, the plan’s organizational 


and law, supervision, market information, resource envi- 
ronment, using science and technology to invigorate 
agriculture, international cooperation, and guiding 
peasant organizations. Third, the plan strengthens reor- 

of relationships and, in accordance with the 
principle of separating administration, service function, 
and enterprise, separates administration from service, 
enterprise, mass organization, and so on, appropriately 


functional service units or mass organizations; progres- 
sively transfers to localities work that does not belong to 


Minister Liu emphasized that functional transformation, 


improving results, and enhancing service are the crux of 
this reform; that this fact fully incorporates the guiding 


ideology of the CPC Central Committee and State 
Council with ae © enhancing the fundamental 
status of agriculture and in shifting the ministry’s work 


toward strengthening guidance, support, protection, and 
regulatory control with respect to rural economy; and 


that to ae this guiding ideology, functional 
transformation will be effected in four areas of ministe- 


tion; (2) from reliance principally on administrative 
measures to economic, legal, and necessary administra- 
tive measures and to guiding rural economy by regu- 
pa fom od (3) from management of production to 

administration and service for the entire pro- 
ductive process—pre-, mid-, and post-production; (4) 
and from guiding cultivation, animal husbandry, and 
fishery to comprehensive supervision over the entire 
rural economy. 


Reportedly, in accordance with this reform, 17 of the 
= previous departments and bureaus have been 

retained as is, one organ was eliminated, two were 
combined, and one was newly created, for a total of 20 
departments and bureaus (including the ministerial 
party committee); the Township Enterprise Department 
has been changed to an administration; and staffing 
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complement is authorized at 925, a reduction of 140 
persons. The new table of organization formally went 
into effect 1 August. 


Cotton Production, Circulatory Reform Proposed 


95CE0006B Beijing JINGJI RIBAO in Chinese 
30 Aug 94 p 4 


[Article by Ma Jiantang (7456 1696 1016) and Xiong 
Xianliang (3572 6343 5328), State Council Center for 
Developmental Research: “Ideas On How To Reform 
Cotton Production and Circulation”) 


([FBIS Translated Text] “Achieving economy of scale, 
ensuring quality, and storing reserves” epitomizes ideas 
for reform of cotton production and circulation. 


Achieving economies of scale has two implications: (1) 
Expanding sown area in regions suited to cotton and 
regionalization, concentration, and avoiding further 
fragmentation of production; and (2) expanding growers’ 
scale of production, achieving appropriate scale in pro- 
ductive operation, and obtaining better return through 
economies of scale. Only on this basis can we success- 
fully develop a socialized service system for crude pro- 
cessing, storage, and transport of cotton, as well as 
facilitate prevention and control of disease and insect 
damage. 


Ensuring quality entails monitoring, inspecting, and 
authenticating quality; preventing fraud with respect to 
quality; review and approval of processing and trading 
specifications; winnowing out small processing plants 
that employ small gins and balers and cannot ensure 
quality; and preventing waste of this important resource. 
These should be made important tasks in state adminis- 
tration of cotton markets. 


As for reserves, the state should rely on international and 
domestic markets to establish a complete system of 
cotton stores, adjust market supply and demand, and 
moderate price fluctuation. When domestic supply is 
insufficient to meet demand, we can thus draw on 
reserves for large-scale market sales or arrange imports. 
And when domestically there are bumper harvests, 
supply outstrips demand, and price slumps harm pro- 
ducers, we can buy up cotton from markets to replenish 
reserves or arrange large-scale exports. These should be 
made important components of state macroeconomic 
control of cotton markets. 


To carry out these ideas, we must adopt the following 
concrete measures: 


First, government must effect indirect guidance over 
cotton production, principally by providing information 
service, including forecasts of weather, insect, and 
market supply and demand conditions as well as esti- 
mates of foreign output so as to help peasants determine 
production; replace policies that were designed to 
encourage production but that have proved impossible 
to honor with incentives based mainly on prices; and, in 
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view of the fact that cotton prices have surged for more 
than a year, formulate reasonable, protective price floors 
for this commodity. 


Second, governments at all levels should concentrate 
hydraulic, road, and other infrastructural development 
within cotton producing regions and establish commen- 
surate scientific and technological service and organiza- 
tions to prevent and contro! disease and insect infesta- 
tion so as to lay the groundwork for stable output. 


Third, since cotton production entails considerable risk 
and yet this commodity is needed by a broad range of 
consumers, we can introduce futures trading to this market 
so as to provide both suppliers and purchasers a hedge, 
reduce risk, and stabilize prices and thus production. 


Fourth, we must enhance the effectiveness of state 
reserves in market regulation, expand stocks, improve 
turnover responsiveness, and set flexible purchase and 
selling prices for reserves in accordance with market 
supply and demand. 


Fifth, we must enhance the function of the “China cotton 
exchange” and, given international-market oligopoly, 
adjust imports and exports accordingly and prevent many 
players from becoming involved and competing against 
each other in external trade of this commodity. Since 
domestic cotton prices will continue to be lower than 
international ones, we must be especially attentive to 
strengthening regulatory control over exports and prevent 
excessive exports from undermining the international 
competitiveness of Chinese cotton textiles. 


New Xinjiang Regulations on Cotton Transfers 
95CE0006A Beijing ZHONGGUO FANGZHI BAO 
in Chinese 1 Aug 94 p I 


[Article by Wang Jianyong (3769 1696 0516): “Xinjiang 
a More New Regulations Governing Cotton Trans- 
ers”) 


[FBIS Translated Text] The People’s Government of the 
Xinjiang Uygur Autonomous Region recently, in line 
with the spirit of the joint circular from the State 
Planning Commission, Ministry of Finance, Ministry of 
Internal Trade, and Ministry of Agriculture, issued four 
new regulations governing regional cotton transfer work. 


1. Henceforth, all cotton transfers from Xinjiang must be 
carried out in strict accordance with shipment plans 
approved by the Ministry of Railways and the Agricul- 
tural Services Department of the Ministry of Internal 
Trade. The region’s Bureau of Industry and Trade shall, 
in accordance with the cotton shipment plan set monthly 
by the Ministry of Internal Trade with the aim of 
balancing cotton distribution, promptly issue export 
permits, train car by train car, so that cars are loaded to 
maximum permissible capacity. To ensure that cotton 
transfer liaison work is effected properly, departments 
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dealing with cotton must crosscheck the number of 
railway cars (tonnage) for each month with industrial 
and commercial agencies. 

2. Industrial and commercial agencies at all levels shall 
conscientiously audit the accounts of units dealing in 
cotton and crack down on illegal trading. All participants 
in such trading shall, upon discovery, be sternly pun- 
ished. And cotton so uncovered shall be sold to regional 
cotton and flax companies when it belongs to localities, 
military firms, or the armed forces. 


3. Beginning in July, the regional Bureau of Industry and 
Commerce shall issue permits for all local short-staple 
cotton that is to be shipped out of the region. For all 
short-staple cotton imported by individual or joint enti- 
ties via barter that is to be re-outshipped, verification 
must be obtained from customs and commercial inspec- 
tion departments, approval must be granted by the 
Office of the Leading Group for Coordinating Regional 
Rail Transport, and permits must be issued by the 
Bureau of Industry and Commerce before railroads may 


arrange transport. 


4. While ensuring completion of the state plan, regional 
and military cotton and flax companies at all levels must 
root themselves in the principle of giving priority to 
textile enterprises within the region and devise every 
means possible to ensure preferential supply thereto. 
Before late June, the cotton needed by such firms was 
shipped in by the companies or was administratively 
allocated. Enterprise cotton use shall conscientiously be 
checked by both industrial and commercial quarters so 
that productive supply is ensured and firms are pre- 
vented from hoarding. Cotton allocated under plan for 
productive use by textile enterprises may not be misap- 
propriated by other units, and the firms may not resell 
cotton so allocated. The latter activity shall, upon dis- 
covery, result in reduction of the offenders’ cotton-use 
quota. 


Jiangxi, Xinjiang Report Cotton Procurement 


Jiangxi Cotton Procurement 


95CE0013T Beijing NONGMIN RIBAO in Chinese 
22 Oct 94 pl 


[FBIS Summary] As of 15 October, Jiangxi Province had 
procured 609,000 dan of ginned cotton, a three-fold 
increase over the same period in 1993. 


Xinjiang Cotton Procurement 


95CE0013U Beijing NONGMIN RIBAO in Chinese 
22 Oct 94 p 1 


[Summary] As of 15 October, Xinjiang had procured 
more than 450,000 tons of cotton, an increase of 192,300 
tons over the same period in 1993. This year the cotton 
area totaled 11,273,400 mu. The per mu yield of more 
than | million mu exceeded 100 kilograms. 
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Guizhou Increases Grain Output peien ghumutnate 00 Che pretest guise loud, astien ens be 
95CE0013S Chongging XINAN JINGJI RIBAO taken to purchase grain at the protective price. when 
in Chinese 23 Oct 9401 the price climbs to the ceiling, the reserve grain can be used 


([Summary] Gross output of grain in 1994 in Guizhou 
Province reached 9,100,000 tons, a historical record. 


Sichuan Grain Storage 


95CE0013Y Chengdu SICHUAN RIBAO in Chinese 
13 Oct 94 p 1 


[Summary] As of 5 October, Sichuan Province had put 
2.76 billion kilograms of contract grain in storage, ful- 
filling 78.5 percent of the task, and was an increase of 
230 million kilograms over the same period in 1993. 


Reform of Grain Output, Sales System 


95CE0004A Beijing ZHONGGUO NONGCUN JINGJI 
[CHINA'S RURAL ECONOMY] in Chinese No 8, 
20 Aug 94 pp 15-21 


[Article by Xu Boyuan (1776 2672 0954) of Agricultural 
Research Center, Ministry of Agriculture, and Shi Wanli 
(0670 8001 6849) of Rural Department, State Commis- 
sion for Restructuring the Economy: “Analysis of 
China’s Grain Production and Sales System Reform”) 


[FBIS Translated Text] The market orientation of China’s 
socialist economic reform represents an irreversible trend. It 
is inevitable that grain production, an issue first tackled by 
the reform, will be subject to the market force. The grain 
price hike at the end of 1993 revealed that China’s current 
grain management system still has many shortcomings and 
cannot meet the new requirements of developing a socialist 
market economy. It also indicated that what we had done in 
liberalizing the grain business and decontrolling the grain 
price, albeit a step toward promoting the production and 
enlivening the marketing of grain, cannot be equated to the 
establishment of a new grain management system. How to 
build a grain production and sales system in line with 
China’s national conditions and meeting the needs of the 
socialist market economy remains a question of prime 
importance in our country. 


I. Grain Supply System 


An analysis of grain output fluctuations and reserve. 
Affected by various factors, the total quantity of grain 
fluctuates from time to time. One of the factors is the 
specific reproduction characteristic of grain. For example, 
a natural disaster may reduce grain output, while favorable 
weather may bring the output to a higher level. Another 
factor is the ups and downs of the grain price, which trigger 
changes in the total grain supply. The grain reserve can 
play a direct, dynamic role in eliminating these two kinds 
of fluctuations. When supply exceeds demand, steps can be 
taken to purchase some grain and keep it as a reserve. 
When supply falls short of demand, the reserve grain can 
be taken out and put on the market. In particular, when the 
grain price falls to an excessive low, a protective price can 
be applied to safeguard the producers’ interests. When the 


to reduce the price. According to an estimate by the UN 
Food and Agriculture Organization (FAO), the bottom 
safety line for the world’s grain reserve should be 18 
percent of the quantity consumed. A specific part of the 
reserve, called revolving reserve, should be equivalent to 
about 12 percent of the annual consumption. This part of 
the reserve, which is used to fill the supply gap caused by 
the time lag between production and consumption, is a 
regular reserve. The other part is called backup reserve, 
which is generally equal to 6 percent of the annual grain 
consumption. Its purpose is to make up for sudden grain 
shortages, for example, shortages due to natural disasters 
and big price fluctuations. In view of China's vast terri- 
tory, complicated weather conditions, and frequent nat- 
ural disasters, we may have a higher percentage of grain 
reserve. For example, we may raise the reserve to 22 
percent of our annual consumption, or about 60 billion jin. 
To achieve a greater safety coefficient, however, our coun- 
try’s actual reserve has already reached more or less than 
100 billion jin, or about 33 percent of the annual consump- 
tion. In the future, our granaries for the safety [backup] 
reserve should be concentrated in grain-producing areas 
(15 provinces and regions, namely, Liaoning, Jilin, 
Heilongjiang, Henan, Hebei, Shandong, Sichuan, Xin- 
jiang, Hubei, Hunan, Anhui, Shaanxi, Jiangxi, Jiangsu, 
and Zhejiang). Revolving-reserve granaries should be 
located mainly in grain-selling areas (such as Beijing, 
Tianjin, Shanghai, Chengdu, Lanzhou, and 
Cities along the southeast coast and in Southwest and 
Northwest China). 


China may be divided into the following zones according 
to the grain supply: 1. Grain-shortage zone in North China 
(Beijing, Tianjin, Shanxi, and Inner Mongolia); 2. grain- 
surplus zone in Northeast China (Liaoning, Jilin, and 
Heilongjiang); 3. grain-shortage zone along the coast of 
Southeast China (Fujian, Zhejiang, and Shanghai); 4. 
grain-surplus zone on the Huang-Huai-Hai Pingyuan 
[plain] (Henan, Anhui, and Shandong); 5. grain-surplus 
zone in the middle and lower reaches of Chang Jiang 
(Jiangxi, Hunan, Hubei, and Jiangsu); 6. grain-shortage 
zone in South China (Guangdong, Guangxi, and Hainan); 
7. grain-shortage zone in Southwest China (Sichuan, 
Guizhou, Yunnan, and Tibet); 8. grain-sufficient zone in 
Northwest China (Shaanxi, Gansu, Ningxia, Qinghai, and 
Xinjiang). The above eight zones are different from one 
another with regard to purchase and sales of grain, and for 
some varieties of grain, transfers exist between different 
zones. Meanwhile, the number of provinces and autono- 
mous regions with surplus grain has declined each year, 
while the number of those with insufficient grain has gone 
up. For instance, the number of grain-surplus provinces 
has dropped from 21 in the 1950's to eight at present. 
Large quantities of grain still need to be transferred 
between different zones. Thirty-one prefectures and cities 
now produce more wheat than they need. Their output 
accounts for 80.2 percent of the nation’s total wheat 
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production. Rice-surplus areas are mainly concentrated in 
45 prefectures and cities, which produce 85.5 percent of 
the nation’s total. 


However, if we analyze China’s grain reserve plan on the 
basis of the above eight zones, our analysis will be frag- 
mental. To determine the appropriate scale of our grain 
reserve, we must look into such questions as the geograph- 
ical location, economic conditions, and the state of pro- 
duction. Key considerations should be given to the plan's 
safety, economy, convenience, and conformity to the sci- 
entific principle. China’s main commercial grain produc- 
tion centers are Liaoning, Jilin, Heilongjiang, Jiangsu, 
Zhejiang, Jiangxi, Anhui, Hunan, Hubei, and Sichuan 
provinces. These provinces are also the main suppliers of 
reserve grain. The reason for this: They have reliable grain 
sources. Their high population density reduces the need 
for transfer of grain from one place to another. And 
because of frequent natural disasters, they are all the more 
in need of reserve grain. Indeed, the grain reserve system, 
when used in conjunction with the lowest protective price, 
can protect farmers’ enthusiasm to grow grain. But due to 
producing areas are showing an ever-increasing desire to 
pass the grain-reserve responsibility onto grain-selling 
areas. In view of the low fee the authorities pay for storing 
the reserve grain and the high transportation expense, one 
of the major questions to be studied is how to balance the 
interests of grain-producing and selling areas by transfer- 
ring the grain-reserve burden from the former to the latter 
through the reform of the taxation system. In addition, we 
should uphold the “chess game” idea [the idea of coordi- 
nating all activities of the nation as in a chess game], 
encourage grain-producing and selling areas to cooperate 
in building commercial grain production centers, and try 
to bring about a situation where grain-producing and 
selling areas share their resources, benefits, and risks for 
the sake of the nation’s interests. This will be the best way 
to balance the purchase and sales of grain between dif- 
ferent areas in the future. 


Preferential policies for commercial grain production cen- 
ters and main grain-producing areas. According to statis- 
tics compiled by the Agricultural Department of the Min- 
istry of Agriculture, in 1992 China had 322 counties that 
supplied more than 200 million jin of commercial grain. 
From among them, the department selected 300 counties 
through an initial screening. Of these 300 countries, 150 
were commercial grain production centers, either already 
completed or still under construction. ogy their 
current productive capacity, these counties 
some 100 billion jin of commercial grain to » the seats 
annually. In the 1990's, about 60 percent of t the task of 
increasing grain production in our country will be under- 
taken by the Huang-Huai-Hai Pingyuan and the middle 
and lower reaches of Chang Jiang, while about 30 percent 
of the task by the Northeast Pingyuan and Northwest and 
Southwest regions. If we divide China into three big parts 
of East, Middle, and West, then their tasks will be 23, 63, 
and 14 percent respectively. Main grain-producing coun- 
ties, which are concentrated in the Middle and West parts 
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can provide 130 billion jin of grain (among the 300 
counties, 141 are counties, which can 
supply 50 billion jin of rice; 159 counties are wheat and 
corn producing counties, which can supply 80 billion jin of 
wheat and corn). For the commercial grain production 
centers, we should adopt a grain price policy different from 
that for other areas. For instance, we may use a protective 
price to purchase grain from the farmers and at the end of 
the year refund to them the price differential that occurred 
at the time of purchase. With regard to the transportation 
of grain, we should ensure the availability of funds to pay 
the transportation expense and should give priority to 
arranging transportation facilities. Investment in agricul- 
tural eapital construction at commercial grain production 
centers and in main grain-producing counties should 
account for over 10 percent of the state’s total capital 
construction investment, and no less than 60 percent of the 
investment in agricultural capital construction should be 
for grain production. Disbursement in support of agricul- 
ture should account for about 12 percent of the total 
financial spending, and in such disbursement the share 
used to support grain production should be raised to about 
65 percent. The use of revenues from price-differential 
agricultural tax and agricultural surtax should be adjusted 
so that a large part of the revenues will be used in 
promoting grain production. Sixty percent of the agricul- 
tural development fund should be used for grain produc- 
tion. The sources of this fund are as follows: One, a 
subsidiary fee should be levied on grain consumption and 
used to support production. This fee is to be collected 
chiefly on transfer of grain and on grain used by certain 
industries. Two, the farmland irrigation fee, budget adjust- 
ment funds, and the funds provided by township enter- 
prises for “using industry to subsidize agriculture” should 
also be used mainly to promote grain production. Three, 
steps should be taken to strengthen the financial manage- 
ment of rural collective economic organizations so that 40 
percent of their accumulation will be used to support grain 
production. In addition to the above, special efforts should 
be made to support the development of agricultural 
machinery, chemical fertilizer, and pesticide industries so 
as to maintain a stable supply of agricultural machinery 
and other capital goods for agricultural production. Pref- 
erential policies should be implemented and financial 
support given to the development of those organizations 
that popularize agricultural techniques, cultivate fine grain 
strains, provide agricultural mechanization service, supply 
irrigation water, and spread new biological technologies. 
In particular, it is imperative to encourage and support the 
development of integrated organizations covering farming, 
animal breeding, and the processing of agricultural pro- 
duce or production, supply, and marketing or trade, 
industry, and agriculture. The grain processing industry 
should be promoted to meet the needs of the market. 
Animal breeding should be used as a process to convert 
grain into meat. Enterprise groups should be formed by 
combining farming, animal breeding, and the processing 
industry. Support should be given to these enterprise 
groups in the form of tax benefits and loans. In particular, 
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preferential tax treatment should be given to their discount 
loans and to their investments in building key enterprises. 


Il. Grain Price Mechanism 


In building a grain market system, the core question is 
the price mechanism. Most countries in the world adopt 
a protective grain price to safeguard the interests of grain 
growers. In general, the following factors should be 
considered when setting the protective price: 

1. Production costs; 

2. Conditions for agricultural trade; 


3. International price (this price is characterized by 
frequent changes and is subject to political and climat- 
ical conditions; its use as an indicator in the allocation of 
resources is diminishing), 


4. Composite criteria (examples are production costs, 
domestic or international price levels in the recent or 
long past, and prices of substitutes; we may choose some 
of the prices acceptable to consumers and get their 
weighted average to be used as a basis for setting the 
protective price). Based on its nearly 40 years’ experi- 
ence, Taiwan has used the formula of production costs 
plus 20 percent profit to calculate the “protective price.” 
This simple and easy-to-use formula has served the 
purpose pretty well. 


The ceiling grain price is a price for the purpose of 
protecting the interests of consumers. It is based mainly 
on the consumers’ income and the price ratio between 
industrial and agricultural products. There are two sys- 
tems of ceiling prices: (1) Ceiling prices for all kinds of 
grain. This systems makes it impossible to give different 
treatments to consumers with different incomes. So it is 
hard to balance the interests of different consumers. (2) 
Ceiling prices for certain kinds of grain. Under this 
system, ceiling prices are set only for those varieties of 
grain that are of low quality. The purpose is to protect 
low-income consumers. In late 1993 and early 1994, our 
country adopted the latter system to intervene in the 
pricing of grain while using the state’s grain reserve and 
financial resources as a backing. We thus stabilized the 
market price and put the people at ease. 


Form of price mechanism. We should liberalize the grain 
market and let the grain price be determined by the market 
mechanism and play a role in guiding grain production and 
circulation. We should completely lift the control over the 
purchase aud sales prices of grain and let them “fluctuate 
with market conditions.” However, the state should not 
give up its macro regulation and control over the grain 
price. It may issue some guidance plans for purchase and 
sales of grain. These plans have no binding force and are 
only for the producers’ reference. Also, the state should not 
give up its intervention in the price. Before the sowing 
season, the state price and grain departments should set 
the lowest protective grain price based on such factors as 


this instrument. (2) Because of China’s vast territory, the 
protective price cannot be uniform. It should be allowed to 
float 5-15 percent above or below the level set by the 


protective price should be simple. We may take the pro- 
tective price used several years ago as a basis and add an 
adjustment factor to arrive at the protective price for the 


the protective price or forsake the protective price policy 
fund against risks in the implementation of the protective 
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grain enterprise 
futures trade at home and abroad so as to have it snow- 


balled. In sum, how to manager and use this fund is a 
question to be studied. The government’s responsibility is 
to use this fund successfully. It should take the implemen- 
tation of the protective price or the ceiling price as its duty. 
However, the government itself should not be involved in 
any market activities and should absolutely steer clear of 
such acts as doing grain trade to boost the above- 
mentioned fund. 


Increasing the grain tax in kind is a good way to correct the 
drawbacks of the present grain purchase and sales system. 


A. Increasing the grain tax in kind. Based on the actual 
situation in our country, the writer suggest the following 
method for transition to the market system. The grain 
reserve should be taken as the main issue for intervention 
by the state. In accordance with the international standard 
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and China’s national conditions, we should have 160 own operating expense and pass the rest to the local grain 
billion jin of grain reserve. The requirement for grain tobe —_ station, which should do the necessary accounting proce- 
put into reserve will be met mainly by increasing the dures, using the price determined by the financial, price, 
agricultural tax in kind. We may follow the experience of and grain departments together with the township govern- 
Zhengding County, Hebei Province, and collect 8-10 per- ment. The money received by selling public grain should be 
cent of the grain output as tax in kind. Calculated on the _—sihandied by the township government to serve the purposes 
basis of the nation’s 1993 output of 912.8 billion jin and = of agricultural tax, township comprehensive funds, and 
using an 8 percent tax rate, we will have 73 billion jin of —_village retention. These three kinds of money should be 
grain. Considering the fact that some farmers may paycash § managed separately and used to serve their respective 
as a substitute for grain, we estimate that the actual grain _— purposes. The village retention should be “owned by the 
collected as tax will be approximately 60 billion jin, close —_village but managed by the township.” Management of the 
to the target of the grain reserve. This will be the only _—_ agricultural tax should be codified by law, and the proce- 
burden imposed on farmers. The grain collected can be = dures should be standardized. 

handled by the departments concerned in various names eer ae 

such as the “santiwutongfei” [0005 2251 0063 4827 6316] — POP ty mm pt 
agricultural tax. obtained by contract purchase from commercial grain 
B. Concrete r. ‘thod for increasing the grain tax in kind. | production centers and through purchase at the market 
The contracted grain purchase should be replaced by the _ price by grain enterprises at the request of the government. 
agricultural tax in kind. The previous state purchase system = In doing these, however, there should be no government 
as well as all levies other than the regular tax should be _interference. We believe this will help form a market 
abolished. All hidden taxes should become open taxes. The = mechanism for grain production. In addition, the purchase 
tax rate should be raised appropriately. The agricultural tax of additional grain for the state reserve should be carried 
and all other rational fees should be collected in kind once _ out along with the policy and measures for the four-in-one 
a year. For tax calculations, the average output per mu _s reform covering grain reserve, grain enterprise manage- 
during the last 5-Year Plan period may be used as a base §_ ment, county and township finances, and village grain 


figure, and once the base figure is set, it should remain 
unchanged for three years. This means that the tax burden 
will not increase with the increase in output. Farmers are 
encouraged to increase their investment in farmland. A 
legal system for retaining collective grain should be set up, 
and the percentage of retention should be defined. For 
example, we may collect an agricultural tax on a piece of 
land equivalent to 8-10 percent of its average annual 
per-mu output. The tax should not be reduced even if the 
output declines due to the farmer’s laxity in farming. The 
tax collected in kind should make up the large part of public 
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grain, though the tax obligation can also be met by paying the farm produce market in the future will be a buyer's 
cash. The cash amount should be based on the current market with supply exceeding demand. It is, therefore, 
year’s market price approved by the financial, price, and _ feasible as well as economically reasonable for us to make 
grain departments together with the township government. _full use of the international market if the time and 
After one month following the collection of the public _ situation are appropriate, import some grain to make up 
grain, the grain department should retain a part to cover its for our domestic shortages. Please refer to the table below. 
Comparison of International and Domestic Grain Prices (Unit: Yuan) 
Rice | Wheat Cora Interne- Domestic 
Interna- Domestic Interna- Domestic tenet | Purchase | Marhet 
—_ Purchase Market = Purchase Market —_ — 
Price Price Price Price 
1984 1194.7 765.0 807.5 $73.9 361.6 348.0 566.9 237.6 230.0 
1985 102%2 778.8 822.0 466.1 362.0 355.0 462.6 242.2 254.0 
1986 994.9 855.5 991.3 379.1 377.6 428.0 365.2 279.0 307.0 
1987 1087.6 823.9 1170.7 379.1 390.4 506.4 297.4 291.0 363.0 
1988 1427.3 944.2 1454.0 $54.7 449.6 629.0 434.8 381.4 451.0 
1989 1514.3 1325.1 1607.0 690.2 677.8 927.0 471.3 484.0 659.0 
1990 1443.8 1199.3 1499.0 729.0 623.6 825.0 501.8 472.4 $93.0 
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ferent areas. In view of the questions concerning the 
quantity and quality of domestic grain supply, it is 
feasible, especially after we have joined GATT, for our 

coastal areas to import some 


our resources. In fact, China’s trade in recent years made 
up about 10 percent of the total trade volume in the 
world, and its grain output and consumption both 
accounted for one-fifth of the world’s total. Hence, a 
marginal change in its grain output or consumption will 
have potential and realistic effects on the balance of 
supply and demand and even on price changes in the 
world grain market’. Of course, grain is an important 
strategic material related to the national economy and 
the people’s everyday life. So far, countries in the world 
have not included grain in GATT’s normal operations. 
The European Community, United States, and Japan are 
all carrying out a strict protectionist trade policy with 
regard to agricultural products. As for our country, 
which has a large population and a tight grain supply, if 
we are to ensure our long and stable supply of grain, it is 
all the more unfeasible for us to open our door and 
expose ourselves to the impact of the international grain 
market. We may adopt a grain trade protectionist 
strategy in our own interests. That is, we should have a 
guaranteed supply of grain for ourselves, and at the same 
time, we may put our surplus grain on the international 


IV. Lack of Main Market Elements Versus 
Establishment of the Market System 


The formation of a grain market mechanism requires 
three main elements, namely, consumers, operators, and 
producers. Of these three elements, operators are now in 
a half-available state, and producers are completely 
lacking. 

A. Analysis of the lack of producers. Back in 1992, a 
reform was started in Guangdong Province to form a 
market mechanism that “guarantees the quantity but not 
the price” of grain on the market. This reform has 
restricted the producers’ price-bargaining in order to 
carry out the policy of ensuring a sufficient quantity of 
supply. Even though the price is allowed to “fluctuate 


of the prices quoted by suppliers. This will reduce the 
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1. The current management system of state-owned grain 
enterprises was formed through years of state monopoly 
over the purchase and marketing of grain and the imple- 
mentation of the whole people’s ownership system. 
Under this management system, government adminis- 
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Reform measures: (1) We should separate the functions 
of the government and state-owned enterprise. Under 
relations with state-owned enterprises through the 
market as an intermediary link. It will no longer inter- 
vene directly in the operations of these enterprises. As 
enterprise owners, however, the state may use various 
legal and economic means to preserve the value of 
state-owned assets. It may ask the state asset administra- 
tive department to redefine the scope of the enterprises’ 
economic rights according to the quantities and quality 
of the state-owned assets being used by the enterprises 
and readjust the government-enterprise property rights 
relationship through the market mechanism. This way 
state-owned enterprises will become independent 
entities. 


(2) While aiming at clarifying the property rights issue, 
state-owned grain enterprises should improve its con- 
tract management responsibility system and gradually 
switch from this system to the shareholding system. The 
last two years witnessed very good experiences gained by 
state-owned grain enterprises in improving the contract 
management responsibility system. Examples are the use 
of government-fixed low price in parallel with negotiated 
price by grain enterprises in Tianjin and the four instal- 
lations established by Henan’s Shanggiu Prefecture 
(grain enterprises) in 1991. The four installations are: the 
““government-fixed low price” section (this section hands 
grain and cooking oil sold at the government-fixed low 
prices; it is separated from the negotiated price, ware- 
house, and diversified operations sections; with a fixed 
number of personnel and a fixed business volume, this 
section has a separate accounting system, works indepen- 
dently, and receives a certain amount of government 
subsidy, while losses are shared with the government), 
the “negotiated price” section (this section handles grain 
and cooking oj] sold at negotiated prices; it has an 
independent accounting system and is responsible for its 
own profits and losses; losses from negotiated-price 
business are separated from losses due to the implemen- 
tation of the low-price policy; there is a profit-sharing 
system; and if the profits exceed the base figure, a greater 
portion of the profits will be distributed), the “ware- 
house” section (with the approved number of personnel 
and expense, this section, too, has an independent 
accounting system and is responsible for its own profits 
and losses; it does grain and cooking oil warehousing 
business by collecting a standard storage fee, and who- 
ever uses its service is required to pay the storage fee), 
and the “diversified operations” section (except those 
working in the above three sections, all are engaged in 
developing diversified operations; this section also has a 
separate accounting system and receive revenue and pay 
expenditure themselves with no subsidy in case of loss). 
The above four sections are referred to as the four 
installations. Following the four installations, a cam- 
paign to run family grain stores was launched in 1992. 
Then, grain banks characterized by “two substitutes and 
one change” [liang dai yi huan 0357 0108 0001 2255) 
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were established in 1993 as a convenient place for 
farmers to store their grain. That is, three new measures 
were launched in three years. In 1990, the prefecture’s 
loss totaled 74 million yuan. The loss was reduced to 2.7 
million yuan in 1991 when the “four installations” came 
into being. After the grain banks were established by 
grain enterprises throughout the prefecture in 1993, 
there appeared a profit of 210,000 yuan. With the new 
measures, these grain enterprises have been able to adapt 
themselves to the market economy and go out of their 
predicament at a rather early date. Now, Henan Prov- 
ince has popularized the experience of Shangqiu Prefec- 
ture. Its grain business organizations have not been 
closed down, but have been strengthened to meet the 
needs of the market economy. They are playing a major 
role amid competition. 


With regard to the grain enterprise contract system, we 
should change the present profit-based contract system 
to an asset-based contract system so that the enterprises 
will have the power to possess, use, and treat according 
to law the assets that the state entrusted to them for 
management. This will help form a mechanism for the 
enterprises to “operate independently and take respon- 
sibility for their own profits and losses” while ensuring 
the integrity and enhance the value of the state-owned 
assets. The department to award contracts should be the 
state property administrative department instead of the 
department in charge of state-owned enterprises. The 
state property administrative department should have 


the economic ownership of the state-owned assets used 


by the enterprises and is the only department that is 
authorized to award such contracts. In the interest of 
maintaining and even enhancing the value of the state- 
owned assets used by the grain enterprises, the contract 
should cover possible risks against such assets through a 
mortgage arrangement. The purpose of the market- 
oriented reform of state-owned grain enterprises is to 
turn them into market elements that can operate inde- 
pendently, be responsible for their own profits and 
losses, and can develop themsc!ves. A prerequisite for 
this is the separation of ownership and management. 
The present reform of the ownership system is to grad- 
ually put into practice a shareholding system composed 
of state shares, collective shares, and individual shares so 
that the shareholders are the owners and ownership is 
really separated from management. This way the enter- 
prises can take part in market activities and form a grain 
price with the aim of maximizing their profits. 


(3) The function of regulating and controlling the market 
on behalf of the government should be completely sepa- 
rated from the enterprises. To carry out this function, we 
should form a state grain reserve bureau. Its main tasks 
are purchase, management, and use of grain reserve. It 
should aim at enhancing social benefits as its responsi- 
bility instead of participation in market competition. 
But it will put certain basic varieties of grain on the 
market for sales at limited prices as a way to subsidize 
the low-income class. In addition, the state should give 
grain enterprises certain financial subsidies and decide 
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enterprises are being discriminated against. This makes 
it impossible to bring about a situation of competition 
among different types of enterprises. However, it is 
easier for collective grain enterprises to “operate inde- 
pendently and take responsibility for their own profits 
and losses.” Their development should also be oriented 
toward the shareholding system. 


3. Individual grain dealers have developed very . 

They are still following the old way to do business. Most 

of them travel from village to village and call at farming 
households to buy their supply and make small profits 
from the price difference or earn a small amount of 
transportation fee. Confronted with the almost monop- 
olistic operations of state-owned grain en , they 
often fail in market competition. In late 1993 and early 
1994, the writer went to Tianjin, Sichuan, and Guizhou 
on a tour of investigation and saw the slack situation in 
the grain trade fairs due to the government intervention 
in the grain price. It was exactly a reflection of the 
predicament of individual grain dealers. With the deep- 
ening of the reform, the improvement of the situation of 
market competition, and the support given by the state 
policy, however, we expect that private grain dealers will 
eventually achieve marked development and become a 
rather competitive sector in the market. 


V. Market Mechanism and the Government’s Macro 
Regulation and Control 


After discontinuing the operation of the planned eco- 
nomic mechanism, China should establish as early as 
possible a market economic regulation and control 
mechanism with state intervention. For example, (1) we 
should establish a binding protective price policy to be 
implemented along with the regulation and control 
policy depending on the buying and selling of reserve 
grain. We should also establish a grain adjustment fund 
at the earliest possible date to enhance the role of the 
protective price. (2) We should establish a grain reserve 
system as soon as possible. This is a non-profit-making 
system, which should be kept apart from the present 
practice of mixing the government and enterprise func- 
tions in managing grain. Work on the state grain reserve 
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should be led directly by the government rather than by 
any specific department. (3) We should improve the 
market system so that accurate information about supply 
and demand can be provided promptly, all prices are 
published openly, and monopolistic prices for specific 
regions are kept at a lower level. In addition, we should 
collect information about principal grain wholesale mar- 
kets, have a clear understanding of the situation of 
supply and demand, and use the wholesale markets to 
carry out the state regulatory and control measures. (4) 
Step-by-step efforts should be made to use grain futures 
market as an instrument to stabilize the price and 
preserve the value of money. By doing this, we can avoid 
using excessive inappropriate administrative measures 
to intervene in the grain market. We would have been 
able to avoid the big grain price hike in the second half of 
1993 if we had had a matured futures market to stabilize 
the price at that time. The current problem is that even 
though the futures market and the transactions on that 
market are relatively “active,” few transactions are reg- 
ular transactions, while most are forward spot transac- 
tions. And more often thar not, administrative interven- 
tions have affected the normal operation of the futures 
market. This has hampered the development of the 
futures market whose functions have yet to be fully 
developed. From now on, the state should devote more 
efforts to training personnel, formulating necessary 
polices and regulations, building infrastructure, and 
beefing up propaganda to make the grain futures market 
prosperous. (5) It is necessary to make full use of 
international trade to stabilize the grain supply, reduce 
grain stockpiles, narrow the gap between supply and 
demand, and ensure the stability of the grain market. 
When grain is insufficient, we should import an appro- 
priate quantity to make up for the shortage of domestic 
supply. 


VI. Grain Production and Sales Under the Market 
Economic Condition 


The state should safeguard the normal operation of the 
grain market mechanism. In case of deviation from the 
normal operation, the state should give necessary guid- 
ance. The basic operation of this mechanism can be 
summarized as follows: 


1. According to statistics compiled by the department 
concerned, the “grain supply” (general turnover quantity 
on the market) is 300 billion jin. This is equivalent to the 
commercial grain produced across the country, about 
one-third of the total grain output. We should make an 
analysis in this regard as a key task in formulating our 
production and sales system under the market economic 
2. The key targets that the state should aim at in 
regulating and controlling the grain supply are the low- 
income class, disaster years, unexpected incidents, and 
poor grain-shortage areas. Also, when supply exceeds 
demand, the state should purchase some grain at the 
protective price in favor of farmers. The primary method 
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for regulating grain supply is to use the grain reserve— 
160 billion jin of reserve would be sufficient for this 
purpose. However, use of the reserve grain should not be 
subject to the market mechanism, and the grain kept as 
reserve is limited to the varieties basically needed by the 
people. The state’s regulation-through-reserve system is 
operated entirely according to the government orders. It 
should in no way be connected with market benefits. 


3. Sources of reserve grain: One of the sources is the 
increased agricultural tax in kind. This will provide 
about 60 billion jin of grain. Once the market price used 
for calculating the tax grain has been decided, a certain 
percentage of the total output is paid as tax in kind. The 
tax is paid in a lump sum, and no other levy is imposed 
on farmers. This will play an inestimable role in reducing 
farmer’s burden and improving the relationship between 
cadres and masses. 


In addition, we should purchase by special contracts 
another 100 billion jin from commercial grain produc- 
tion centers. The total of the reserve grain is 160 billion 
jin, or one-sixth of the total grain output. If the total 
reserve grain requirement cannot be met by the above 
two sources, we should make purchase at the market 
price. The money required for this purpose should be 
taken from the emergency fund against risks. 


4. Under the market economic condition, the task of 
regulating grain production and sales should be targeted 
at the remaining 140 billion jin of grain. There should be 
no restriction as to the variety and quality of this part of 
grain. Its production and sales should be regulated by the 
market price. To prevent inflation, the state may inter- 
vene by seliing an appropriate quantity of reserve grain 
on the market, but should not use any administrative 
measures. When supply exceeds demand, the state 
should purchase some grain at the protective price to 
safeguard the farmers’ interests. 
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5. We should make full use of international trade and 
import about 2-3 percent of the grain sold each year, that 
is, 6-9 billion jin (annual sales total 300 billion jin) so as 
to stabilize the grain price. 

6. The implementation of the above-mentioned regula- 
tory and control measures for grain production and sales 
should be supported by an emergency fund against risks. 


Footnote: 


1. Beiao Gaoruosu [6296 3421 6750 5387 4790] et al.: 
“Research Report on China’s Grain Supply” 


S Examines Feed 
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95CE0013W Beijing ZHONGGUO XIANGZHEN 
QIYE BAO in Chinese 27 Sep 94 p 4 


[Summary] Recently the Shanghai Technical Supervi- 
sion Bureau, Rural Work Committee, Feed Office, Price 
Bureau, and Livestock Bureau examined 250 feed prod- 
ucts produced by 103 feed production and sales enter- 
prises, only 143 products met standards, and six prod- 
ucts were of inferior quality. The Shanghai Technical 
Supervision Bureau stipulated that units producing and 
selling the six products were to stop production and 
sales, and were fined 1-5 times the price of the product. © 


State Planning Commission Sets Sugar Prices 


95CE0013X Chengdu SICHUAN JINGJI RIBAO 
in Chinese 13 Oct 94 p 1 


[FBIS Summary] The State Planning Commission has 


made new regulations regarding sugar prices; they 
became effective 1 October. 


In 1994-1995 the factory price (including tax) of cane 
sugar is 3400 yuan per ton, and beet sugar is 3650 yuan 
per ton. Production enterprises are allowed to set their 
own price within a 10 percent range. The wholesale price 
(including tax) of cane sugar is 4000 yuan per ton, and 
beet sugar 4250 yuan per ton. 
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Minister Tao Siju on New Public Security their functional role and doing a good job of safe- 
Challenges guarding social stability. The overlapping of contradic- 


95CMOO0ISA Beijing RENMIN GONGAN BAO 
in Chinese 1 Oct 94 p 1 


[Article by Tao Siju (7115 7080 0934 7080 0658): “Use 
to the Full the Functional Role of Public Security Organs 
to Meet the Objective Needs of the Socialist Market 
Economy—In Commemoration of the Forty-Fifth Anni- 
versary of the Founding of the People’s Republic of 
China” 

[FBIS Translated Excerpt] [passage omitted] 


Guided by Comrade Deng Xiaoping’s theory for 
building a distinctively Chinese brand of socialism, 
China’s reform and opening to the outside world, and its 
socialist modernization have now entered a new period 
of development. The Fourteenth Party Congress set the 
course for making the people prosperous and the country 
strong— establishment of a socialist market economy 
system. The Third Plenary Session of the 14th Party 
Central Committee also passed “CPC Central Com- 
mittee Decisions on the Establishment of a Socialist 
Market Economy System,” which systematized and gave 
concrete expression to the Fourteenth Party Congress’ 
reform goals and basic principles. Guided by the spirit of 
the Fourteenth Party Congress and the “Decisions” of 
the Third Plenary Session of the 14th Party Central 
Committee, China’ reform has entered the assault stage, 
which combines across-the-board advance with break- 
throughs in key areas. The pace of all reforms is quick- 
ening, and the opening to the outside world is expanding 
steadily. The macroeconomic tasks of reform, develop- 
ment, and stability during the new era pose new and high 
demands on public security work. CPC committees and 
governments at all levels, as well as people in all walks of 
life and the broad masses pin great hopes on the main- 
tenance of social stability and good public order. In their 
role as an armed administrative force and a criminal 
justice force for the maintenance of national public 
order, public security organs must bear the heavy histor- 
ical burden of creating a more stable social environment 
for reform and opening to the outside world, and for 
economic construction. In order to do this, they must 
meet the objective requirements for development of a 
socialist market economy, concentrate closely on key 
Party and government tasks, study new situations, solve 
problems, and take the initiative in exploring new 
approaches to public security work in a socialist market 
economy. For the present and for a long time to come, 
they must emphasize work in the following several 


regards: 


Correctly understand and properly handle different kinds 
of contradictions in the development of a market economy, 
maintaining stability. Thorough study, pro- 
found understanding, and prope: handling of two dif- 
ferent kinds of contradictions in a market economy and 
during the period of changeover from the old to the new 
system is a key to public security organs’ discharge of 


tions resulting from the destruction of existing interest 
patterns before the establishment of new interest pat- 
terns, conflicts that old system abuses engender in the 
absence of full building of the new system, and conflicts 
resulting from frictions and collisions between the old 
and the new systems and the disequilibrium of the 
development process may not on'y set off new public 
order problems, but also affect adversely both social and 
political stability. Public security organs at all levels 
must be highly attentive to this possibility. They must 
fully understand the complexity of contradictions among 
the people when establishing a socialist market economy. 
In handling the public order problems that these contra- 
dictions bring, they must promptly obtain information, 
adhere closely to CPC committee and government 
leaders at all levels, and cooperate closely with govern- 
ment agencies concerned. They must handle matters 
strictly according to law, strive to nip problems in the 
bud, prevent contradictions from becoming worse or 
spreading, and constantly improve capabilities to handle 
public order problems in the nature of contradictions 
among the people. In addition, public security organs 
must clearly realize that the strategy of hostile interna- 
tional forces and both domestic and foreign hostile 
elements for bringing about the peaceful evolution of 
China, and their futile efforts to “contain” China will 
never change. Hostile forces and hostile elements are 
now readjusting their tactics and accelerating activities 
for carrying out their plot for ““westernizing” and “‘splin- 
tering” China. We must sound the alarm and be pre- 
pared for dangers in times of peace in response tc this. 
We must employ a spirit of great responsibility to the 
Party, to the country, and to the nation, employing legal 
weapons to the full. We must quickly uncover and crack 
down mercilessly on the sabotage and troublemaking of 
hostile forces and hostile elements to safeguard the 
security and the social stability of the country. 


Strive to Gain an Understanding of the Pattern and 
Characteristics of Crime in a Market Economy, and 
Continue to Maintain a “Harsh Crackdown” Policy. 
During the present early stage in the founding and 
development of a socialist market economy, because of 
the changeover from the old to the new system when all 
advantages for in controlling society and reducing crime 
have not been completely brought to bear, and when all 
negative elements for causing and breading crime have 
not yet been contained effectively, crime will continue to 
increase for a time. Once this period has passed, the total 
number of criminal cases may be brought under control 
to a certain extent, but the incidence of serious crimes 
may continue to increase, and new criminal techniques 
will appear steadily. As the main agencies of social order, 
public security organs must further unify thinking. As 
Comrade Deng Xiaoping said, “the policy of opening to 
the outside world and invigorating the economy will last 
for a long time...crackdowns on criminal activities must 
last for a long time too.” We must unswervingly adhere 
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control over the social order system, and create a finer 
public order climate for building and developing the 
socialist market economy. 


Need to Meet the Needs of the Socialist Market 
Economy, Reforming and Improving Public Order Admin- 
istrative Control Work. With the building of the socialist 
market economy system, the country’s means of produc- 
tion ownership structure, social organization structure, 
industrial structure, and city and countryside structure 
are all undergoing dramatic change. The entire society is 
in process of going from an agricultural society to an 
industrial society, from a township and village society to 
a city and town society, from a closed semi-feudal society 
to an open society, and from a static society to a dynamic 
society. Profound changes have occurred in the social 
background for the administrative control of public 
order. Today, the focus and the content of public order 
administrative control work is very different than for- 
merly. Consequently, a spirit of reform must be 
employed in public order administrative control work. 
The establishment of a new operating mechanism and 
work mechanism that is consistent with the enormous 
changes that have taken place in the social structure 
must be explored. On the one hand, the closed control 
model shaped during several decades of the highly cen- 
tralized economic system must be changed completely to 
meet the objective needs of the dynamic society. A 
change must be made from a static to a dynamic oper- 
ating system, employed in combination to increase the 
ability to control crime and master the social order 
situation for the gradual building of a dynamic control 
system. On the other hand, the dialectic relationship 
between control and service, leniency and strictness 
must be correctly handled in the work mechanism, 
service being subordinated to requirements for building 
the economy. Control must be strict, and administration 
must be according to law. We must gradually explore the 
building of a work mechanism for administrative control 
of public order that is both distinctively Chinese and is 
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system also pose new requirements of a higher order for 


bility and social order and stability. They must pay close 
attention to the drawing up of public security work laws, 
rules, and regulations that match socialist market 
economy social security laws in gradual perfection of the 
public security legal system so that all ihe work of public 
security organs has laws to rely on. 


Right now the task of amending and discussing the 
“Police Code” must be tackled in close cooperation with 
units working on the legal system so that it can be 
published and enacted quickly. At the same time, legis- 
lation work on other public security laws, rules, and 
regulations must be done in conjunction with close 
attention to the “Police Code.” Strict law enforcement is 
the key to better building of the public security legal 
system. Vigorous efforts must be made to improve and 
perfect public security law enforcement, diligently 
solving problems in failure to act according to law, and 
failure to enforce the laws strictly. Public security organs 
must more resoundingly propose mottoes for evoking 
responsibility to the law. Public security organs must 
begin by getting leading cadres to use the jaw in regu- 
lating their work, and as a standard for all their work. 
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Organs must unswervingly enforce a rigorous police 
administration policy, and ensure that this policy is 
constantly applied through specific measures as the 


particularly in leadership teams. A solid battle must be 
waged against corruption; violations of the law and 
discipline must be rigorously ferreted out and punished; 
and black sheep must be eliminated ruthlessly. We must 
continue to move ahead with modernization of public 
security organs, pay close attention to the caliber of 
personnel and to science and technology, steadily 
improving equipment, increasing quick response capa- 
bilities, and generally improving combat strength. In 
addition, we must abide by positive, scientific, and 
prudent principles, taking performance of duty, unified 
command, and improvement of overall combat strength 
as our point of departure. We must improve the way the 
corps is managed in a planned, step-by-step way, gradu- 
ally exploring the establishment of a corps management 
system that is in keeping with both the special nature of 
public security work and a market economy. We must 
make the public security corps a powerful corps that is 
faithful and dependable, that is trained well, that is 
professionally skilled, that is highly disciplined, that has 
a suburb work style, and that applies the law impartially. 


During the past 45 years, people’s public security organs 
have made indelible historical achievements in consoli- 
dation the new regime and safeguarding socialist mod- 
ernization. During this new historical period of estab- 
lishing a socialist market economy system, public 


under guidance of Comrade Deng Xiaoping’s theory for 
building a distinctively Chinese brand of socialism, and 


they will continue to carry forward the revolutionary 
cause and forge ahead into the future, do a solid job, and 
follow a distinctively Chinese road in carrying out public 
security work. 


Journal Views Reunification Issue, Role of 
Military 


94CM0407A Beijing ZONGGUO JUNSHE KEXUE 
[CHINA MILITARY SCIENCE] in Chinese No 2, 
20 May 94 pp 97-101 


[Article by Liu Jianggui (0491 3068 2710), Assistant 
Researcher in a research section of the Military Academy 
of Sciences: “Working Hard To Realize Unification of 
the Motherland; Study ‘Deng Xiaoping’s Selected 
Works’ (Third Volume)”] 


{FBIS Translated Excerpt] [passage omitted] 


sion ora te 


member, we can say that he ex 
effort on this task. In April of 1955 at the Bandung 
Conference, Zhou Enlai pointed out that “the Chinese 
peoples’ liberation of Taiwan may take two 

approaches, the military approach and the 
approach, and the Chinese people are willing, under 
certain conditions, to strive to use the peaceful approach 
to liberate Taiwan.” In April 1956, Chairman Mao 
stated that “peace is precious ” and “all patriots belong 
to one big family, whether they rally to the common 
cause early or late.” In April 1957, Mao Zedong and 
Zhou Enlai told a foreign visitor: the Guomindang 
(KMT) and the Chinese Communist Party have in the 
past cooperated twice, and we are still preparing to 
conduct the third KMT-CCP cooperation. Since 1960, 
the Party and Government have both gradually formu- 
lated the policy of peaceful liberation of Taiwan. Its 
basic essence is: after the realization of the peaceful 
unification of Taiwan and the mainland, with the excep- 
tion of foreign affairs, which would be unified under the 
central peoples’ t, local civil and military 


insufficiency in funds for Taiwan's civilian, military, 
and economic development would be paid for by the 
central government. Taiwan's social reform could 
mature under the relaxed conditions and the views of the 
Taiwan authorities would be respected, with solutions 
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implemented after consultations. However, because of 
international and domestic factors it is still not possible 
at present to advocate the use of the “one country, two 
systems” approach to the resolution of the Taiwan issue. 


The nature of the issue of Hong Kong is different from 
that of Taiwan, the major difference being that it is not 
an issue of peaceful unification, but the issue of the 
return of a country, and the exercising of sovereignty. 
The Government of the People’s Republic of China has 
always stressed that China’s regaining the Hong Kong 
region and exercising sovereignty is inevitable, and has 
also pointed out that “the development of Hong Kong is 
beneficial to China’s development.” In April 1957, at a 
Shanghai forum of industrial and commercial circle 
figures, Zhou Enlai clarified the policy of the Chinese 
Government on Hong Kong. He said: “the entrepreneurs 
of Hong Kong are our friends, they are engaged in 
Capitalism, not imperialism. In the past we have cooper- 
ated with national bourgeoisie, and cooperation with 
Hong Kong entrepreneurs is also possible; Hong Kong 
compatriots should not worry about the future.” “Hong 
Kong is a pure capitalist market and cannot be turned 
socialist; it also should not be turned socialist, Hong 
Kong must completely handle its affairs in accordance 
with capitalism and then it will be possible for it to exist 
and develop.” 


From these quite principled concepts and explorations, 
we can see that the use of a peaceful and flexible 
approach to the resolution of the Taiwan and Hong Kong 
issues has historical continuity. 


The scientific concept of “one country, two systems” was 
proposed by Deng Xiaoping after the Third Plenary 
Session of the 11th Central Committee. He himself made 
this point very clear. On July 31, 1984, at a meeting with 
British Foreign Minister Geoffrey Howe, Deng Xiaoping 
stated: “the concept of ‘one country, two systems’ was 
not formed today, but several years ago and was formu- 
lated by our Party after the Third Plenary Session of the 
11th Central Committee.” Looking back on the process 
of the formulation of this concept will assist us in 
deepening our understanding of it: 


In the later part of the 1970s, some important changes 
took place both internationally and domestically: China 
and the United States established diplomatic relations 
and the two countries normalized relations; the Chinese 
Communist Perty convened the Third Plenary Session 
of the 11th Central Committee and decided to shift the 
work center of the Party and nation to the modernization 
of the economy. The improvement of international rela- 
tions and China’s internal and external policy readjust- 
ments were the necessary conditions for the formulation 
of the strategic concept of “one country, two systems.” 
On January |, 1979, the People’s Republic of China’s 
National People’s Congress Standing Committee pub- 
lished “Informing Taiwan Compatriots,” which sol- 
emnly proclaimed the Chinese Government’s policy of a 
peaceful resolution to the Taiwan issue, and called on 
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both sides of the strait to end their attitude of military 
confrontation and to conduct discussions. On imple- 
menting national unification, it stated: “respecting Tai- 
wan’s current state of affairs and the views of various 
circles in Taiwan, we are adopting fair and reasonable 
policies and approaches.” On September 30, 1981, the 
National Peoples’ Congress Standing Committee Com- 
mittee Head, Comrade Ye Jiangying, expressed his 
views, gradually clarifying policy on the Taiwan issue. 
He stated that “after the country realizes unification, 
Taiwan can be treated as a special administrative region. 
and enjoy a high level of autonomy,” and suggested that 
reciprocal negotiations be carried out by the two ruling 
parties. 


On 11 January 1982, Deng Xiaoping stressed the above 
described words of Ye Jiangying: this in reality is “one 
country, two systems,” and under the prerequisite that 
the country realizes unification, the nation’s principal 
part implements a socialist system, and Taiwan imple- 
ments a capitalist system. On June 26, 1983, Deng 
progressively clarified the concepts concerning peaceful 
unification of the mainland and Taiwan and showed that 
the issue’s core is that the motherland must be unified. 
He also clarified the policy of the Chinese Government 
on the issue of the unification of the two sides of the 
strait and the setting up of a Taiwan special administra- 
tive region. Through a number of years of observation 
and reflection, Deng’s thinking by 1984 on the strategic 
concept of “one country, two systems” had matured 
even further. That year, on a number of occasions in 
meetings with foreign visitors and Hong Kong and 
Macao compatriots, Deng gave a thorough and profound 
exposition on the concept of “‘one country, two systems.” 
He said: “For many years I have consistently thought 
about and searched for a method that did not use 
military means but used a peaceful approach to solve this 
issue.” “I still think that in some international territorial 
disputes, it is possible to not first talk about sovereignty, 
but first carry out joint development.” “In the worid 
today, we face the issue of either using a peaceful 
approach to resolving problems or of using a non- 
peaceful method of resolution. We must find a new 
method, as a new problem requires the use of a new 
method.” To use a peaceful method to solve interna- 
tional disputes would be to use “one country, two 
systems” to resolve the problem of Hong Kong (includ- 
ing Taiwan). On issues such as the Nansha (Spratly) 
Islands and Diaoyu Island, under the prerequisite of the 
recognition that China possesses sovereignty, these can 
be jointly developed with the country in question. In 
proposing these concepts, using Deng Xiaoping’s own 
words, “to not have strategic courage will not do.” The 
strategic concept of “one country, two systems” is not 
only a solution that was found for the Hong Kong issue, 
the Taiwan issue, and the Spratly Island dispute, but has 
also provided a new approach for the international 
community in resolving disputes. 


We can clearly see the following three stages when we 
look back on the formulation of the concept of “one 
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country, two systems” since the Third Plenary Session of 
the 11th Central Committee: the first stage took the 
December 1978 CCP Third Plenary Session of the 11th 
Central Committee as the marker, and the Party and the 
Government clarified the strategic concepts and policies 
of the peaceful unification of the motherland, and after 
this, did not make the “liberation” of Taiwan as the goal. 


The second stage took the September 1981 views 
expressed by Ye Jianying to a XINHUA reporter as the 
marker, and clarified the various general and specific 
policies relating to the peaceful unification of the moth- 
erland, and made more clear the path to peaceful unifi- 
Cation. 


The third took as a marker the series of discussions by 
Deng Xiaoping in 1984, in which the relevant general 
and specific policies were the major theory of “one 
country, two systems,” and the specific policy for the 
peaceful unification of the motherland became a concept 
with a theory, with policy measures, a feasible imple- 
mentation, and a major guiding function began in prac- 
tice to take shape. Just as Deng Xiaoping stated at the 
1984 Central Advisory Committee’s Third Plenary 
meeting, the Hong Kong issue could be properly 
resolved, and with the exception of other factors, could 
be strategically handled, also because of the basic policy 
of “one country, two systems.” 


The embodiment of the essence of Deng Xiaoping’s 
seeking of the truth from facts is to take national 
interests as the highest standard and settle territorial 
disputes with other countries and problems left over by 
history. In the past, China’s customary approach was to 
give tit for tat, fight for every inch of land, and concen- 
trate on the use of military measures to resolve problems. 
That was a result of those times. Today things are 
different and maintaining the peaceful development of 
the economy holds the greatest benefit for China. Using 
the “one country, two systems” peaceful approach to 
resolving the Hong Kong and Taiwan issues is China’s 
basic policy. However, striving by every means to use the 
peaceful approach to resolving conflicts is not equivalent 
to applying military force in that it may have no effect. 
Deng Xiaoping, in the process of putting forward and 
putting to use the “one country, two systems” concept 
has all along not forgotten to give full play to the function 
of the Peoples’ Liberation Army, and has required that 
the armed forces contribute to the realization of the 
unification of the motherland. 


3. The Mainland Will Send Troops to Hong Kong, First 
To Exercise Sovereignty, Second to Prevent Turmoil 


By using the “one country, two systems” concept, we 
have already solved the issues of Hong Kong’s sover- 
eignty and return to the motherland in 1997. On issues 
such as how to administer Hong Kong give expression to 
sovereignty, Deng Xiaoping has expounded on many 
different occasions. He has stressed that it is necessary to 
use “one country, two systems” to resolve the Hong 
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Kong issue and realize Hong Kong’s stable transition 
and prosperity. To give expression to sovereignty, China 
should dispatch its armed forces to Hong Kong. On June 
22 and 23, 1984, he stated: “We have on many occasions 
said that Beijing, with the exception of sending troops, 
with not send cadres to the Hong Kong Special Admin- 
istrative Region Government, and this also cannot be 
changed. We will send troops in order to maintain the 
country’s security, and will not interfere in Hong Kong’s 
internal affairs.” That same year on October 3, he again 
emphasized: “I have stated that China has the authority 
to station its military in Hong Kong. I noted that with 
the exception of dispatching our armed forces to Hong 
Kong, what manner does China to to express its exer- 
cising of sovereignty over Hong Kong? The stationing of 
troops in Hong Kong also has a certain function because 
they can protect against turmoil. Those people contem- 
plating engaging in disturbances will know that Hong 
Kong has China’s armed forces and they will be forced to 
take this into consideration. Even if there is turmoil, it 
will be possible to resolve it in a timely manner.” Or 
April 16, 1987, he again pointed out that if Hong Kong 
encounters a certain situation, “first, Hong Kong’s 
administrative organs must intervene, and Chinese 
forces stationed in the mainland need not necessarily be 
dispatched. Only in the event of a disturbance, a large 
disturbance, would the troops be dispatched. But then 
they would have to intervene!” 


In order to resolve the issue of Hong Kong, the Chinese 
Government has conducted difficult negotiations with 
the British Government. In these discussions the issue of 
the mainland sending troops to be stationed in Hong 
Kong has been one of the points of controversy. In 
accordance with common sense, it is not open to doubt 
that one sovereign country will station its own troops in 
an area over which it has sovereign jurisdiction. How- 
ever, the Hong Kong and British sides have used the 
media to broach the idea that they do not want this, and 
even go as far as to hold a view that opposes the 
stationing of troops in Hong Kong by the Chinese 
Government. British representatives have also on many 
occasions used the arguments that “stationing the army 
is like resorting to arms to enter the city,” and that Hong 
Kong is so close to the mainland that “one can start out 
at dawn and be there well before nightfall,” in calling 
into question the stationing of China’s troops in Hong 
Kong. To this type of illogical explanation, Deng 
Xiaoping has made a clear response. He has said that 
after the restoration of sovereignty over Hong Kong, the 
Chinese Government has the authority to station troops 
in Hong Kong. Hong Kong is Chinese territory, so why 
shouldn’t station troops there!! If China did not have this 
authority, how could it be called Chinese territory! The 
Chinese Government has maintained this serious and 
principled position and promoted the thorough resolu- 
tion of the issue of the return of sovereignty over Hong 
Kong. Through the joint hard work of the Chinese and 
British sides, on December 19, 1984, the “Sino-British 
Joint Declaration on the Issue of Hong Kong” was 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 











JPRS-CAR-94-053 
8 November 1994 


officially signed, and Deng Xiaoping was present at the 
ceremony. With this, the Hong Kong issue was legally 
resolved. The Chinese Government will, in accordance 
with the stipulations of the Sino-British Joint Declara- 
tion and the “Basic Law of the People’s Republic of 
China Hong Kong Special Administrative Region,” 
regain sovereignty over Hong Kong on July 1, 1997, and 
the armed forces, in accordance with the stipulations of 
the Basic Law, will enter and be stationed in Hong Kong. 
Without a doubt, the armed forces must and can make 
their own contribution to the resolution of the Hong 
Kong issue. 


Striving to Use a Peaceful Approach to Resolving the 
penes Issue, But Not Abandoning the Use of Military 
orce 


The Party and the country’s policy towards Taiwan has 
undergone a process of readjustment and change, and 
has gone through roughly three historical stages. The first 
stage, in the earliest years on the eve of the country’s 
founding in 1949 and after the founding, was to prepare 
for the use of military force to liberate Taiwan, and to 
resolutely oppose the stationing of U.S. troops in the 
Taiwan Strait. For this reason, the country and the 
armed forces engaged in a series of preparatory tasks. 
Starting in 1955 and continuing up till the late 1970’s, 
the stress was on under certain possible conditions, 
“striving for the peaceful liberation of Taiwan.” From 
adopting a single “military force” approach, the policy 
changed to considering the adoption of two approaches, 
both military and peaceful, and in terms of policy and 
strategy, there was a certain flexibility, although the 
policy was still based on a non-peaceful approach to 
resolving the issue. Even if the peaceful resolution of the 
Taiwan issue could have been realized, the consideration 
was to replace Taiwan’s capitalist system with the main- 
land’s socialist system, and gradually implement ‘“‘one 
country, one system.” The third stage dates from the 
period of the CCP’s Third Plenary Session of the 11th 
Central Committee at the end of 1978. This meeting 
clarified the strategic policy of the peaceful unification of 
the fatherland, and the use of the “one country, two 
systems” approach to resolving the Taiwan issue. 
Striving to use a peaceful approach to resolving the issue 
of Taiwan is not an expedient measure, but is a funda- 
mental CCP policy starting from a national righteous 
cause, and formulated from the view of the nation’s 
fundamental interests. The Chinese people must realize 
the glorious goal of the Four Modernizations, and not 
only must have a peaceful international environment, 
but also a stable domestic situation. Striving to peace- 
fully resolve the Taiwan issue is in accordance with the 
nation’s highest interests. This is also in accordance with 
the aspirations of all of the people of Taiwan. 


Under the prerequisite of persisting in the peaceful 
resolution of the Taiwan issue, not promising to 
abandon the approach of using military force to resolve 
the issue is an important idea in Deng Xiaoping’s 
proposed “one country, two systems” concept, and is 
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also a principle that the Communist Party maintains and 
that he has repeatedly emphasized. On January 5, 1979, 
in answering a question put to him by a reporter from the 
American Broadcasting Company, Deng stated: “We 
have on many occasions declared that Taiwan’s return to 
the motherland, and the great task of the complete 
unification of the motherland, is completely an internal 
Chinese affair.” “We of course will make every effort to 
peacefully resolve the issue of Taiwan’s return to the 
motherland, but the possible outcome is a very complex 
question. On this question, we cannot commit ourselves 
to this obligation: that except for the peaceful approach, 
we cannot use other methods to realize our desire for 
unification of the motherland. We cannot tie our own 
hands. If we were to tie our own hands, it would instead 
obstruct the fine aspiration of the peaceful resolution of 
the Taiwan issue.” Later, Deng Xiaoping elaborated on 
this on a number of occasions. On October 22, 1984, at 
the Third Plenary Session of the Central Advisory Com- 
mittee, he pointed out that: “we will persist in seeking to 
use a peaceful approach to resolving the Taiwan issue, 
but all along we have not abandoned the possibility of 
non-peaceful means, and we cannot assume this 
approach. If the Taiwan authorities never negotiate with 
us, what can we do? How can we consider abandoning 
the unification of the nation? Of course, we can by no 
means rashly use military force because our energy must 
be expended on economic development, and if the 
unification issue is solved later, this will not affect the 
overall situation.” 


The current mainland policy of the Taiwan authorities 
still seriously obstructs the development of relations 
across the strait and the unification of the country. In 
terms of its acts, it has always deviated from the one 
country principle, and continues to maintain a position 
that is separate from the mainland, and the authorities 
refuse to conduct discussions on the issue of peaceful 
unification. What is worth paying attention to is that in 
recent years Taiwan’s military strength has developed 
rapidly, and its military outlays already far and away 
exceed the defense requirements. Taiwan has purchased 
large quantities of advanced weapons from the United 
States, France and other Western countries, and has 
continuously expanded its military forces. This is not 
beneficial to peaceful unification. It must also be noted 
that the “Taiwan independence” movement on the 
island of Taiwan has expanded with each passing day 
and this has cast a shadow over the development of 
relations across the strait and the peaceful unification of 
the country. The Taiwan authorities refuse peace talks, 
limit contacts, and internationally are promoting a “two 
China” policy. They are also internationally fostering a 
“Taiwan independence” movement. Some international 
forces do not wish to see the unification of China, and 
support the Taiwan authorities’ policy of “opposing 
Communism, refusing peace talks” and supporting the 
splittist forces on the island. This creates obstacles to the 
peaceful unification of China, and damages the national 
feelings of the Chinese people. The Chinese Government 
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the pe and tvoom oo to resolution 
‘aiwan issue still exist. We cannot assume that not 
using military force to resolve the Taiwan issue is a 
completely correct approach. The Chinese Peoples’ Lib- 
eration is an important force for the non-peaceful 
the Taiwan issue and also has the power to 
ensure the peaceful resolution of the Taiwan issue. The 
officers and men of the entire military must fully be 
conscious of the task they shoulder. 


Deng Xiaoping has paid very close attention to the 
Taiwan issue. In 1983 he stated that if someone says 
not urgent, then these are false word because 
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Gorbachev, he stated, not without some regret: “In this 
life I have only one thing remaining, and that is the 
Taiwan issue. I am afraid I will not see its resolution.” 
To realize the great task of the unification of the moth- 
erland, the entire Party and people of all nationalities 
throughout the country must work hard, and the officers 
and men of the military must also work hard. “The 
burden we shoulder is a heavy one, and the responsibility 
is great!” The officers and men of the entire Chinese 
Peoples’ Liberation Army must conscientiously study 
and profoundly understand the strategic concept of “one 
country, two systems” proposed by Deng Xiaoping, and 
in accordance with the development of Deng Xiaoping’s 
military thinking in the new period, must strengthen the 
revolutionization, modernization, and standardization 
of the military in order to make their proper contribu- 
tion to the realization of the unification of the mother- 
land. 
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Taiwan’s Auto Industry Faces Challenge, 
Opportunity 


95CE0015A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 37, 
19 Sep 94 pp 34-35 


[Article by Wang Chien-min (3769 1696 3046): ““Coop- 
eration With Mainland Offers Future For Taiwan's Auto 
Industry} 

{FBIS Translated Text] Taiwan’s auto market has blos- 
somed in a hurry in recent years, with annual auto sales 
rising 10 percent and more. Last year auto sales exceeded 
500,000 vehicles. Meanwhile the number of privately 
owned vehicles has exploded, from 200,000 or so in the 
early 1980's to 1.5 million in 1988 and 3 million by 
March 1993. Car-importing companies and car dealer- 
ships have sprung up like mushrooms and now number 
over 1,000. The variety of car models available on the 
market has been increasing steadily, about 50 domestic 
models and over 200 imported ones. As Taiwan’s acces- 
sion to GATT draws closer and closer, its automobile 
market will face new challenges and come under new 
pressure. Competition too will get even more ferocious. 


The Swift Rise of the Auto Market 


Since the mid-1980’s, Taiwan’s auto policy has been 
modified and liberalized and the population’s living 
standards have risen steadily. (Already its per capita 
GNP tops $10,000.) This has enabled the auto market to 
develop by leaps and bounds 


The annual output of Taiwan’s automobile industry was 
295,000 units in 1992 (dropping slightly to 267,000 in 
1993), up from 134,000 in 1982. During the same 
period, auto sales in Taiwan rose from 127,000 to 
575,000. The breakdown is as follows: sedans, 409,000, 
up 16.6 percent from the previous year, and commercial 
vehicles, 141,000, a gain of 12 percent over 1992. 


Amid fierce competition, there was a trend toward 
bi-polarization on the Taiwan auto market in 1993: 
small-car sales declined while large car sales shot up. 
Between January and November, the sales of subcom- 
pacts under 3.5 tons (sedans and commercial vehicles) 
dropped 1.3 percent from the same period a year ago to 
497,000. Specifically, compared to the same period a 
year ago, domestic small car sales fell 6.5 percent, 
domestic commercial vehicle sales inched up 0.5 per- 
cent, and imported sedan sales increased 8.6 percent. 
The big winner was that segment of the market for large 
cars weighing 3.5 tons and more, their sales climbing 
about 30 percent. Total auto sales this year are projected 
to be around 616,000, up 6.3 percent from last year’s 
level. 


Of the top 10 auto-makers in Taiwan, Yu-lung Motor 
Company was for years the industry leader, accounting 
for 58.4 percent of the market in 1987. In 1989 Ford 
Liuhe Motor Company dethroned Yu-lung for the first 
time by claiming the largest market share. In 1990 
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Chung-hua Motor Company cruised past Yu-lung to 
become the second largest car maker in Taiwan. In 1993 
Kuo-tuan Motor Company too outperformed Yu-lung. 
That same year five auto-makers saw their market shares 
poeate while five others suffered exactly the opposite 
ate. 


Taiwan’s auto market has changed in other ways since 
the beginning of this year. The sales of old model cars 
have dropped while new model cars have increased their 
market share. According to a market survey on the first 
half of the year, Lancer, a new model from Chung-hua 
Motor Company, was the best seller, with 16,000 vehi- 
cles being sold between January and June, accounting for 
7.02 percent of the market. Ranked second, third, and 
fourth in sales were the Honda Corlla, the Sanyo Hsimei 
CV16, and the Kuo-jui Honda Corona, three models 
which first showed their potential last year. In contrast, 
the Ford Taurus, the top seller of 1993, slipped to the 
fifth spot. This fully demonstrates the cut-throat nature 
of the competition in the Taiwan auto market. 


Dominated by Foreign Cars 


In the past the Taiwan Government applied a protec- 
tionist policy toward the auto industry, imposing high 
import tariffs on foreign cars and restricting their places 
of origin. As a result, imported cars were very expensive 
and had a tiny share of the market. Before 1985 Taiwan 
imported a little more than 100,000 cars a year, at the 
most 10 percent of the auto market. Subsequently 
Taiwan opened up its market to the outside world in 
stages and lowered import tariffs (by 10 percent in early 
1992). Moreover, foreign car makers cut prices to boost 
sales. As a result, there was little difference in the prices 
of domestic cars and imports at the low end of the 
market and the number of imported vehicles increased 
sharply. 


Taiwan imported 49,000 cars (sedans) in 1987, 
accounting for 24.65 percent of the auto market. In 1992 
124,000 cars were imported, capturing 30.3 percent of 
the market. Between January and November 1993, 
125,000 cars were imported and their market share rose 
to 33.31 percent. 


Since the beginning of this year, spurred by the sales of 
imported luxury sedans costing $1 million new Taiwan 
dollars apiece, there have been signs that imports are 
poised to take over the sedan market hitherto dominated 
by domestic vehicles. By the end of June, the market 
share of imports had risen to 36.7 percent. New models 
from Furope and the United States are selling particu- 
larly briskly. 


For the most part, however, the Taiwan auto market has 
become the preserve of subcompacts of Japanese lineage, 
which may be produced domestically or imported. Last 
year 449,271 Japanese subcompacts were sold in 
Taiwan, capturing 83.8 percent of the subcompact car 
market. 
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Taiwan’s Weaknesses 


With a territory of just 36,000 square km and a popula- 
tion of 20 million people, Taiwan nevertheless boasts | | 
auto-makers. There is a contradiction in the auto 
industry between the scale of production and the 
capacity of the market. Herein lies the weakness of 
Taiwan’s auto industry. 


Taiwan has many auto-makers offering a plethora of car 
models (37 according to the Ministry of Economic 
Affairs [MOEA], but most people would say it is more 
than 50). On the other hand, the annual output is 
modest, no more than 450,000 (including sedans, which 
number less than 300,000). The average output of an 
auto-maker falls short of 50,000, far less than what is 
needed to achieve reasonable economies of scale, 
150,000 vehicles at a minimum). 


With 3 million vehicles already in private hands, the 
future market capacity is quite limited. As competition 
intensifies among Taiwan auto-makers, some inevitably 
will be eliminated. 


Since Taiwan’s automobile technology does not make 
the grade, it cannot produce high-quality cars. It is also 
unable to reap the benefits of economies of scale. With 
its high production costs, the industry is unable to pry 
open the international market and foreign sales are 
extremely limited. 


Just about every major Taiwan auto-maker has entered 
into a cooperative relationship or set up a joint venture 
with Japan. The result is that the auto industry is highly 
dependent on Japan. Of the top 10 auto-makers in 
Taiwan, nine have started joint ventures with their 
Japanese counterparts or have a relationship of technical 
cooperation with them. Ninety percent of the coopera- 
tive partners of auto parts makers in Taiwan are Japa- 
nese. Given Japan’s control over Taiwan’ auto industry, 
Taiwan has to import parts and components from that 
country, further deepening its dependency on the latter. 
Taiwan had a trade deficit of $1.68 billion in its auto 
parts trade with Japan in 1993, up from $780 million in 
1990, an increase of 124 percent in three years. During 
the same period, the number of jointly produced cars of 
Japanese origin sold in Taiwan also soared from 29,000 
to 59,000. 


Policy Adjustments 


Taiwan’s auto industry was born in 1953 with the 
founding of Yu-lung Motor Company. To nurture its 
development, the Taiwan Government adopted a highly 
protectionist policy, slapping high tariffs on imported 
cars and even prohibiting their entry, while lavishing 
numerous preferential treatments and protectionist mea- 
sures on domestic auto-makers. But that policy has not 
paid off as expected, mainly because only a small per- 
centage of parts and components used was made in 
Taiwan and industry costs were high. The industry has 
failed to make its way into the world market. The 
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“Automobile Industry Development Plan” unveiled in 
1985 greatly liberalized foreign investment restrictions 
and drew up a timetable for cutting tariffs on imported 
cars under 3.5 tons. Taiwan’s automobile industry 
entered a new stage. 


In 1991 the Industrial Development Bureau under 
MOEA moved to help the auto industry resell parts and 
components to their parent companies in Japan. The 
plan was to increase the resale rate from 2.5 percent in 
1991 to 10 percent in 995. That same year a resale accord 
was reached between Taiwan’s leading auto-makers and 
their Japanese partners. At the same time, the Taiwan 
government encouraged Japanese car makers to gradu- 
ally increase the amount and scope of their parts and 
components purchases from Taiwan companies with 
which they have a cooperative relationship. 


The most important auto part is the engine. Accordingly, 
the Taiwan government decided that auto assembling 
and the manufacturing of parts and components are the 
right direction for the development of the auto industry. 
In the “Auto Power System Development Plan” released 
in December 1991, the Industrial Development Bureau 
decided to zero in on the development of auto parts, with 
emphasis on the joint use of auto engine research and 
development. It was one of the most ambitious plans 
designed to develop Taiwan’s auto industry during the 
past four decades. 


Opportunity and Challenge 


According to MOEA projections, the output value of 
Taiwan’s auto industry will reach $360 billion new 
Taiwan dollars, making up 10 percent of the GNP, by the 
year 2000. Annual auto sales will be 800,000 vehicles 
and the industry will hire 150,000 people, 6 percent of 
the working population. Auto parts exports are also 
expected to reach $16 billion new Taiwan dollars. 


The budding Asian auto market has been developing 
explosively, which bodes well for Taiwan’s auto 
industry. In May 1993 the Asian auto market was 
growing at 16 percent and is projected to expand a still 
strong 10 percent this year. The Ministry of Economic 
Affairs estimates the demand on that market to hit 6 
million vehicles before or after 2000. This will boost 
Taiwan’s auto industry to a certain extent. With that in 
mind, Taiwan car makers are hard at work trying to open 
up the international market. Taiwan treats imported 
subcompact cars differently depending on their coun- 
tries of origin. Currently it prohibits the importation 
from Japan of subcompact cars, which are the most 
competitive, allowing only the entry of large cars and 
auto parts from Japan. On the other hand, Taiwan does 
allow the import of subcompacts from the United States 
and other countries. Despite the decision in 1992 to cut 
import tariffs on foreign subcompacts from 42 percent to 
30 percent, the tariff rate remains very high. Now that 
the prospect of joining GATT is looming on the horizon, 
Taiwan is scrambling to find a way to resolve the issues 
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of Japan subcompact importation and import tariff cuts 
that would satisfy both parties. The MOEA indicated on 
14 July this year that the auto industry would remain a 
prime target of government protection after GATT, that 
tariffs would be lowered from the current 30 percent to 
25 percent over five years, that the regional restrictions 
on auto imports would be lifted (thus allowing the entry 
of Japanese cars), and that a quota system would be 
adopted. Using a range of preferential measures 
involving rents and taxes, the MOEA has also decided to 
encourage the auto-makers to merge or switch to other 
lines of business, to reduce the number of car models, 
and to increase exports. Under a special regulation, an 
auto-maker producing more than 30,000 cars of the same 
model type whose prices stay within a 15 percent range 
would be allowed to import cars and parts tax free. 
However, these moves are not expected to work as they 
should. Taiwan’s auto industry still faces daunting chal- 


lenges. 


Mainland Market Looks Promising 


Faced with limited room for growth on the domestic 
market and feeling the pressure of joining GATT, Tai- 
wan’s auto-makers find the mainland market more and 
more promising and are flocking to the mainland to 
study the market, invest, or launch joint ventures. 


Taiwan’s auto industry started out by assembling 
imported parts before graduating to technical coopera- 
tion with foreign countries. Thus technically it was 
entirely dependent on the parent companies and was not 
equipped to manufacture key parts. Its scale of produc- 
tion was modest and the market capacity limited. But 
Taiwan now boasts mature and competitive technology 


So 
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in the manufacturing of some parts and components, 
which gives it a competitive edge. Moreover, it has a 
fairly advantaged management system and formidable 
financial resources. Mainland China, for its part, has 
manufacturing technology and a potential market. All 
this sets the stage for auto cooperation between the two 
sides of the strait. In Taiwan, the Economic Develop- 
ment Council has recently said that the future of Tai- 
wan’s auto industry must lie in production cooperation 
with the mainland. As the council sees it, Taiwan’s auto 
industry may be superior to its mainland counterpart in 
efficiency right now, but if it fails to grasp the existing 
opportunity to link up with the mainland, it will be 
rendered completely uncompetitive, perhaps to the 
extent of losing the Taiwan market itself, once the 
mainland industry takes off. For this reason, the council 
believes Taiwan must waste no time in creating a 
“regional division of labor” with the mainland. Taiwan 
will provide its more competitive parts manufacturing 
technology, funds, management expertise, and technical 
personnel and the mainland will supply key manufac- 
turing technology, land, and manpower. That way the 
two can create a complementary relationship in auto 
production and enhance both sides’ auto production 
technology and international competitiveness. In its 
“Automobile Industry Policy” published recently, the 
mainland encourages the development of China’s auto 
industry and foreign investment. Market forecasts pre- 
dict that private car ownership on the mainland will rise 
steadily, providing an opportunity for cooperation 
between the auto industries on the two sides of the strait 
and also for Taiwan’s drive to open up the mainland 
market. 
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Editorial Views Taiwan’s Economic (14th), competitive environment (17th), legal environ- 
Competitiveness ment (31st), and environmental protection (40th). The 


95CE0037B Taipei CHING-CHI JIH-PAO in Chinese 
29 Sep 94 p 2 


(Editorial: “Assessment of Taiwan’s Competitiveness” ] 


{[FBIS Translated Text] Propelled by its huge foreign 
exchange reserves and high level of enterprise profits, 
among other things, Taiwan has been ranked 1 8th in the 
“World Competitiveness Report” prepared by the 
World Economic Forum in Switzerland. In the report, 
Taiwan clinches the top spot on the measure of “labor 
work ethic” and ranks second and fifth on “industriai 
production performance” and “domestic economic 
strength,” respectively. However, the fact that Taiwan 
does not score very well in most other categories 
including government efficiency and environmental pro- 
tection has cast a shadow over its economic future. 


Each year the World Economic Forum of Switzerland 
scores the comparative competitiveness of 41 active 
economic entities on many measures divided into eight 
major categories, namely domestic economic strength, 
government efficiency, the quality of the population, 
internationalization, finance, infrastructure, manage- 
ment, and science and technology. Actually other orga- 
nizations too have been conducting similar surveys. 
Since they use different criteria and variables, the out- 
comes tend to be different. Nevertheless, the survey is 
useful as a source of reference and gives us much food for 


thought. 


Of the eight major categories, Taiwan scores the highest 
mark in domestic economic strength, ranking fifth 
worldwide, primarily the result of the significant expan- 
sion of effective domestic demand in recent years. 
Before the mid-1980's, most resources were devoted to 
the export sector and the upshot was an export-oriented 
economy. Although this brought about rapid growth, it 
also resulted in a stark imbalance in the allocation of 
resources. Then came the appreciation of the new 
Taiwan dollar, the relocation overseas of some parts of 
the export-oriented sector, the gradual decontrol of the 
service sector at home, private investment in heavy and 
chemical industries, and government investment in 
public works. Over time the imbalance has been cor- 
rected and domestic demand has become as powerful a 
force driving the Taiwan economy as exports. 


Taiwan places 11th in “government efficiency.” This 
ranking may be open to various interpretations 
depending on one’s point of view. The optimist can take 
comfort from the fact that it is a decent ranking. The 
critic, however, may want to reserve his judgement. In 
any case, this is an international comparative assessment 
and there is no need to be picky in an absolute sense. 
Following are the measures in the category of “‘govern- 
ment efficiency” and Taiwan’s rankings: extent of gov- 
ernment involvement in the economy (10th), monetary 
and fiscal policies (10th), social and political stability 


people of Taiwan likely would agree with these scores. 


Taiwan ranks 15th on “science and technology,” 17th on 
“internationalization,” 19th on “quality of the popula- 
tion,” 20th on “banking,” 21st on “management,” and 
27th on “capital construction.” Under “quality of the 
population,” Taiwan tops the world on “labor’s work 
ethic” and places sixth on “labor’s work attitude.” 


Considering these scores comprehensively, one gets the 
general impression that the work ethic and ‘vork attitude 
of the people of Taiwan are still among the best in the 
world. In the past human resources were concentrated in 
export industries. More recently, however, they have 
gradually been shifted to industries that meet a domestic 
demand. This explains why the huge trade imbalance 
was effectively corrected within a very short period of 
time, at the same time driving the remarkable growth of 
the service sector, including banking. In this economic 
entity, there is no deep government involvement in 
economic activities on the surface; business and industry 
seem to enjoy considerable freedom. Fiscal and financial 
policies by and large are what they should be. On the 
other hand, Taiwan scores the lowest on “legal climate” 
and “environmental protection” among the six key mea- 
sures. On “finance,” which indicates whether it has the 
funds necessary for further upgrading the industrial 
structure, and on “science and technology,” Taiwan 
manages to rank somewhere in the middle. On “capital 
construction,” however, it clearly falls short. 


From another angle, therefore, the economic achieve- 
ments of the private sector (both labor and management) 
look impressive whereas the government still has some 
way to go whether in capital construction, law-making, 
or environmental protection. This reflects poorly on our 
quality of life and social order. If we further factor in 
government involvement in and regulation of finance 
and internationalization, it becomes even more evident 
that the role and functions of government need to be 
strengthened. 


Some may say that we get the government we deserve 
and that not all bottlenecks and impediments to devel- 
opment can be blamed on the government. This is a fair 
point. But given the fact that present and future eco- 
nomic activities and the way they interact are one 
hundred times more complex than those in an agricul- 
tural society, the role of the government has become 
more and more important. In particular, the government 
is duty-bound to establish the rules of the game (creating 
an environment defined by laws and regulations). 


In areas which cannot be opened up for business opera- 
tions because of a lack of legislation, legislative inertia on 
the part of government and flawed legislation have put 
up inestimable roadblocks to business development. In 
an industrial and commercial society, industrial activi- 
ties are all-embracing and affect everybody: other firms 
in the same trade, other trades, consumers, and the social 
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environment. This calls for the most carefully thought 
out laws and regulations to lay down the rules of the 
game. If this task is not tackled in earnest, it would spell 
big trouble for Taiwan’s economic competitiveness. 


Regrettably the message government hears most often 
from business and industrial enterprises is a plea for help 
in reducing their social costs, which are gradually being 
internalized. Should the government fail to clearly 
understand the position we are in from the perspective of 
international comparison and instead continue to accept 
industry’s points of view blindly, it may end up “hurting 
those that it loves.”” How can we afford not to be careful? 


Editorial on PRC Investment, Industrial Division 


95CE0038A Taipei CHING-CHI JIH-PAO in Chinese 
23 Sep 94 p 2 


[Editorial: “Mainland Investment, Industrial Division of 
Labor”) 


{[FBIS Translated Text] To cope with the situation in 
developing a system for cross-Straits industrial division 
of labor, the Ministry of Economic Affairs announced 
not long ago that it will approve 633 items of 12 
categories for mainland investment and technical coop- 
eration projects. The products in these 12 categories 
include information products, telecommunications 
equipment, products in consumer electronics, home 
appliances, machinery, motorcycles and automobiles, 
iron and steel products, petrochemicals, pharmaceuti- 
cals, textiles, building materials and foodstuff. The items 
will be divided into three different batches. When the 
third batch of items is announced at the end of October, 
the number of approved items for mainland investment 
will reach 4,444 in total, nearly half of the 9,000-odd 
items approved for investment in Taiwan. Meanwhile an 
official of the Ministry of Economic Affairs pointed out 
that after the announcement on these 633 items is made, 
the ministry will adopt a more strict approach in exam- 
ining and approving investment applications on unau- 
thorized items. Basically, the ministry will “disapprove 
in principle” but it will approve exceptional cases. Its 
objective is to keep those technology- and capital- 
intensive industries with higher added value in Taiwan. 
The key to transforming this idea into a reality is not 
how to work out plans for industrial division of work, 
but to ensure that there are attractive terms to keep the 
industries in Taiwan. 


At the beginning, Taiwan businessmen sought to invest 
in the mainland, because Taiwan’s investment climate 
deteriorated. Production costs rose due to labor shortage 
while the price of land soared. In addition, it was hard to 
acquire land. All this had made the labor-intensive 
industries which relied on cheap labor gradually lose 
their luster. Meanwhile, the tendency of business liber- 
alization and internationalization gained momentum. 
The New Taiwan Dollar was appreciated and the foreign 
exchange control lifted. As a result, Taiwan’s labor- 
intensive industries which had lost its comparative 
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Asia. In 1987, the government permitted people to visit 
their relatives in the mainland and adopted other open- 
ing-up measures. On the other hand, the mainland used 
its abundant cheap labor and its vast land to attract the 


people on both sides 
culture, and they are very close geographically, 
businessmen rushed to the mainland to make invest- 
ment. Although most of those who invested in the 
mainland at that time were 
enterprises in the labor-intensive 7 their cap- 
ital, technology and their marketing and 
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mainland were precisely what Taiwan wanted. Both 
sides of the Straits exploited By own advantages for 
mutual benefit and prosperity and worked in coopera- 
tion with a due division of labor. This had created a new 
comparative advantage for mutual benefits and consti- 
tuted a “double victory” for both sides. Therefore, some 
people believe that on the basis of each side’s conditions, 
the mainland would benefit by developing labor- 
intensive industries, while Taiwan should develop tech- 
nology- and capital-intensive industries. This also con- 
forms with the idea of “retaining the roots in Taiwan.” 


Nevertheless, since the beginning of 1991, not only 
medium-sized and small enterprises go to the mainland 
to invest their capital there, large ones have also followed 
suit. They also have extended their investment to cover 
technology- and capital-intensive industries, aimed their 
products at the local markets and greatly increased their 
capital and investment scale. Apparently those Taiwan 
businessmen who invest in the mainland are no longer 
limited in those industries which have lost their advan- 


the full attention of the authorities in charge of this 
matter. The authorities fear that if Taiwan businessmen 
vie with one another to invest in the mainland, they 
would bring about negative effects to Taiwan's economy 
and empty Taiwan’s industries. Therefore, the authori- 
ties in Taiwan have not only encouraged Taiwan's busi- 
nessmen to invest in other countries in Southeast Asia, 
but also planned to work out an industrial division of 
work for both sides of the Taiwan Straits. 


Right now, industries on both sides work in cooperation 
with a due division of labor for mutual benefit. This 
system is achieved entirely by the spontaneous forces of 
the industries concerned on the basis of market mecha- 
nism. No one can stop or change this trend. Furthermore 
industrial division of labor itself is a dynamic economic 
activity. It will be difficult for the government to provide 
guidance over such activity. Particularly Taiwan has 
developed an open economic system toward liberaliza- 
tion and internationalism. Under these circumstances, it 
will be hard to achieve any goal by using coercive 
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measures to implement an administrative policy. Actu- 
ally the large Taiwan-funded enterprises in the mainland 
are mainly divided into two categories. One category 
contains investment projects authorized by the govern- 
ment. Often the parent company submits an application 
to the government for its mainland investment project. 
After obtaining the government approval, it then makes 
an indirect investment in the mainland. Another cate- 
gory contains investment projects unauthorized or even 
banned by the government. These projects are usually 
investments made by persons in the name of companies 
in a third country. Therefore, the government regulation 
on division of labor, based on which the authorities 
approve any mainland investment project only have an 
impact on a few large enterprises. Most of enterprises are 
not affected. Moreover, the government is not neces- 
sarily correct in determining the type of projects which 
requires division of labor. For example, computer man- 
ufacturers are not allowed to set up assembly lines in the 
mainland, because they belong to the technology- 
intensive industry. Actually the department which 
involves high technology in the computer industry is one 
in which key components for the computer are designed. 
Science and technology are not involved in pure pro- 
cessing assembly lines. There is no need to impose 
restrictions on setting up such assembly lines. 


Thus, if we plan to retain our “roots” in Taiwan in order 
to prevent Taiwan’s economy from excessively relying 
on the mainland and guard against any possibility of our 
industries being emptied, the only way is to do our best 
to improve our investment climate as soon as possible; 
implement the plan for the development of the Asian- 
Pacific operation center; continuously upgrade our tech- 
nology; and make sustained efforts in developing our 
economy. Taiwan businessmen may continue to increase 
their mainland investment, but we must ensure that such 
investment does not grow out of proportion in our entire 
economy and that we are always way ahead of the 
mainland in terms of technology. Only this is the correct 
way at present. 


Editorial Concerned About Reduced Trade Surplus 


95CE0038B Taipei CHUNG-YANG JIH-PAO 
in Chinese 19 Sep p 4 


[Editorial: “Pay Attention to Current Situation with 
Reduced Trade Surplus”’] 


[FBIS Translated Text] According to statistics recently 
released by the Ministry of Economic Affairs, Taiwan’s 
trade surplus has been greatly reduced, although it con- 
tinues to witness a sustained growth in the total volume 
of trading. It is because of the fact that its growth rate of 
imports remains high as compared with that of exports. 
The trade surplus is expected to be US$5 billion only this 
year. The Ministry of Economic Affairs even predicts 
that Taiwan may even suffer a trade deficit in cross- 
Straits trade within two years, if we do not improve our 
industrial structure. This phenomenon of turning profit 
to loss merits our full attention. 
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A trade surplus shows that the amount of foreign 
exchange earned from our exports exceeds the amount of 
foreign exchange that we need to pay for our imports. In 
contrast to this, a trade deficit means that the amount of 
foreign exchange earned from our exports is less than 
what we need to pay for the imports. As seen from 
another angle, a trade surplus indicates that our 
resources have not been completely utilized in our own 
country and that they are used by foreign countries 
through exports. A trade deficit means that we have 
excessively used foreign resources. Therefore, a trade 
surplus in economics means the supply of our resources 
to foreign countries to earn foreign exchange, while a 
trade deficit means to use foreign resources in the form 
of an overdraft. 


From this, we can understand that within a short period, 
neither a trade surplus nor a trade deficit is serious. It 
only shows whether or not our domestic resources are 
being fully utilized in our own country during that 
period. However, from a long-term point of view, a 
balanced trade means that there is no adjustment neces- 
sary in the economic system. If a trade surplus or deficit 
remains persistent over a protracted period of time, this 
shows that there is an imbalance in the economic system 
and that adjustments are badiy needed. 


Since the beginning of 1971, Taiwan had enjoyed a trade 
surplus for as long as 20 years except for one or two years 
during the oil crisis. The highest annual trade surplus 
recorded was over US$18 billion. Naturally this is the 
reason why we have accumulated such a huge foreign 
exchange reserve. It also shows the fact that we have a 
large amount of resources which can be utilized in our 
own country. It was precisely this kind of imbalance that 
created the “bubble economy” in the past. 


Thus a trade surplus of a structural nature, which lasts 
for a long time, is not necessarily beneficial as far as the 
entire economy is concerned. Our readjustments in the 
past several years clearly show that we must do both 
things simultaneously. On one hand we must change the 
commodity structure, while on the other hand we must 
change the structure in industrial production. These 
adjustments are necessary, since the outflow of the 
traditional labor-intensive industries causes the share of 
the manufacturing industry in the national production to 
drop, that of the heavy and chemical industrial products 
in the export structure to rise and the export of light 
industrial products to decline. All this plus the sharp 
increase of imports for domestic consumption and 
public investments have made the trade surplus plunge. 


From January to August 1994, Taiwan’s total volume of 
imports and exports reached US$114.5 billion, an 
increase of 5.7 percent over that of the same period last 
year. However, the total volume of exports was US$59.2 
billion, up 4.3 percent as compared with that in the same 
period in 1993, and the total volume of imports US$55.3 
billion, an increase of 7.1 percent over that in the same 
period in 1993. The trade surplus was only US$3.9 
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billion, a drop of 24.2 percent over that in the same 
period of 1993. Taiwan’s trade surplus decreased every 
year from its peak of US$18 billion. It was US$13.3 
billion in 1991, US$9.4 billion in 1992 and US$7.8 
billion in 1993. It is estimated to be US$5 billion only 
for this year. 


From this, we can see that the trade surplus of a 
structural nature has been reversed. Will there be a trade 
deficit after two years? Once there is a trade deficit, will 
it last for a long time? Does this kind of change have 
anything to do with the shift of government finance from 
surplus to deficit? Would the issue of “‘double deficit” 
crop up again in Taiwan? This series of questions merit 
our attention at a time when Taiwan’s trade surplus is 
being changed to trade deficit. Just like what was men- 
tioned before, it is ideal to maintain a balance in trading. 
Even if there is a trade deficit, it should not last very 
long. Otherwise we must rectify this situation of imbal- 
ance. At the same time, we must pay our prices to make 
the necessary adjustments. When our trade surplus drops 
to US$5 billion per year, the best way is to maintain this 
situation or try to remain at the level of a near balance. 
If there is a trade deficit, we should also be able to make 
adjustment and turn it into a trade surplus within a short 
period. 


Nevertheless, the aforementioned situation is only an 
ideal and something we hope that we can achieve. Can 
we attain this goal? Will the trade deficit of a structural 
nature take place? All this depends on the allocation of 
resources among the industries. If we continue to 
increase the share of the service industry and let the 
proportion of the manufacturing industry to drop, Tai- 
wan’s export capacity will fall and we may possibly 
witness a trade deficit. When our earnings from our 
exports are not enough to pay for our imports, a phe- 
nomenon of “hollow industries” or “reverse industrial- 
ization” will prevail. It is precisely for this reason that 
the British economy has been stagnant for a long time. 


To prevent the growth rate in the export of the products 
of our manufacturing industry from continuously drop- 
ping, we should attach importance to developing more 
competitive new industries. With Taiwan’s existing and 
future economic conditions, it is difficult to manufacture 
the traditional labor-intensive products in Taiwan to 
compete with others abroad. Therefore, we should not 
feel uneasy about the outflow of such industries out of 
Taiwan. The key to preventing a trade deficit of a 
structural nature from arising is to insure that we use our 
newly developing industries to fill the gap and keep our 
export capacity at a certain level. 


From the aforementioned analysis, we realize that the 
problem of imbalanced trade in the past has been solved 
as indicated by the reduced trade surplus. However, we 
must take precautions against possible trade deficit of a 
structural nature. The best medication is to develop, as 
soon as possible, new industries that are highly compet- 
itive on the world market in the next century. In fact this 
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is the most important part of the plan put forward by the 
Council for Economic Planning and Development under 
the Executive Yuan with its aim to invigorate our 
economy. The plan calls for efforts to insure that the 
proportion of our manufacturing industry in the national 
economy remains adequate. 


To achieve this major goal, we believe that the authori- 
ties concerned must periodically conduct follow-up sur- 
veys on how the plan to invigorate our economy is being 
carried out. Only by doing so, will it be possible to 
basically protect ourselves against a possible long-term 
trade deficit. 


Editorial Cautions Against Misinterpreting Survey 


95CE0037A Taipei CHING-CHI JIH-PAO in Chinese 
20 Sep 94 p 2 


{Editorial on Labor Importation Surveys: “Interpret 
Survey Findings Cautiously”} 


[FBIS Translated Text] To carry out the economic 
recovery plan and launch a host of major public projects, 
including the construction of numerous units of low- and 
middle-income housing, the Economic Construction 
Commission has recently been studying in earnest the 
feasibility of importing foreign labor to ease the labor 
shortage at home. As part of that effort, it commissioned 
the Institute of Industrial Economics at Chung-hsing 
University to conduct a questionnaire survey. Surpris- 
ingly the survey comes out in favor of freezing the 
importing of foreign labor and claims that increasing 
wages slightly to the $25,000-30,000 new Taiwan dollars 
level would be enough to attract domestic workers in 
sufficient numbers to take up the work now performed 
by foreign workers. The report also emphasizes that with 
a freeze on foreign labor, many companies now hiring 
foreign workers would speed up automation, giving 
industrial upgrading a boost. A continued reliance on 
foreign labor, it argues, would not only undermine the 
drive toward automation but would also hurt the rights 
and interests of domestic workers by depriving the latter 
of job opportunities. In the end, the report says, foreign 
labor would incur higher and higher social costs. 


There were strong reactions to this report from all social 
quarters. Not only was it rejected by the National 
Federation of Industry, but individual industrialists also 
erupted in a chorus of opposition. The Economic Con- 
struction Commission, which had ordered the study, was 
stunned and even the Labor Commission, which is in 
charge of labor management, begged to disagree. Instead 
of throwing their support behind a report that came to 
the defense of their interests, labor unions, traditionally 
noted for their quick responses, greeted the report with 
resounding silence. The response was most intriguing. In 
particular we found the diversity of reactions very grat- 
ifying. This society is becoming more and more sophis- 
ticated. A small number of conservative types may stick 
to old ways stubbornly in the face of changed circum- 
stances, but they failed to stir up any emotional outcry as 
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expected or create a response in the media favorable to 
themselves. The more debate there is, it seems, the more 
evident truth becomes. After the academics produced 
their survey report, the National Federation of Industry 
recalled the findings of their own questionnaire survey 
on the same subject conducted last April. There are 
many interesting contrasts between the two studies. First 
of all, 879 completed responses were received in the 
Federation of Industry survey compared with 223 in the 
Chung-hsing study, almost a four-fold increase. Second, 
95 percent of the interviewees in the Chung-hsing study 
believed that a slight increase in wages would be suffi- 
cient to attract an adequate number of local workers. 
According to the other survey, however, there is a serious 
labor shortage in Taiwan. Factories not hiring foreign 
labor are each short of 55 workers on the average; even 
factories that have hired foreign workers could use an 
additional 34 people. The Federation of Industry also 
points out that already Taiwan wages are the highest 
among the four “‘mini-dragons” and second only to those 
of Japan in all Asia, so there is not much room for 
growth. Third, the Chung-hsing survey shows that for- 
eign labor is displacing local labor; foreign labor, there- 
fore, hurts the interests of local workers. The other 
survey, on the other hand, notes that 60 percent of 
factories that hire foreign workers also put additional 
local workers on their payroll at the same time, 23 people 
on the average. Importing foreign labor, it is argued, 
helps increase job opportunities for domestic workers. 


Why did these two surveys, albeit conducted by two 
different research organizations, contain such diametri- 
cally opposite findings? After all, the subjects of their 
study were the same. The difference in the number of 
completed valid responses usually does not affect survey 
findings notably unless those who do the survey deliber- 
ately skew the sample in some way. One thing that does 
really account for the difference is the attitude of the 
researchers. Another reason is the way in which the 
survey findings are synthesized and interpreted. To be 
fair, it must be said that the position of the Federation of 
Industry is that of the business owner and since 
importing foreign labor is good for business directly, it is 
inevitable that the federation consciously or otherwise 
designed the survey and interpreted its findings in a way 
favorable to the proposition. Academic researchers may 
be free from such a selfish dias, but they too labor under 
other constraints, such as an incomplete understanding 
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of the real world and a preconceived prejudice against 
the notion of importing foreign labor. We can conclude 
from the findings of the Chung-hsing study that its 
authors have several strongly held opinions, namely that 
all it takes to solve the labor shortage is higher wages, 
that importing foreign labor conflicts with the interests 
of domestic labor, that importing foreign labor would 
slow down automation, which, turn, militates against the 
drive to upgrade Taiwan’s industry and, finally, that 
using foreign labor would incur rising social costs. There 
is nothing in the findings of the Chung-hsing study to 
warrant such strongly-held opinions. Rather, the 
researchers approached the tasks of designing the survey 
and interpreting its findings already with these precon- 
ceived ideas within them. Anybody familiar with survey 
methodology knows that if you are prejudiced enough, 
you are almost certain to find the factual evidence in a 
survey to buttress your bias. For this reason, we should 
not hastily assume that the survey prepared by aca- 
demics is necessarily more objective and therefore more 
truthful than its counterpart conducted by the Federa- 
tion of Industry. 


People knowledgeable about the real business world all 
realize that the manufacturing process cannot be sepa- 
rated into two watertight compartments, one labeled 
high-tech and the other low-tech. Not only is this true for 
industry as a whole, but it also applies to most forms of 
manufacturing remaining in Taiwan. The low-tech part 
of the production process is often hard to replace with 
machinery except at a high cost. Alternatively you can 
contract it out to a plant overseas. Otherwise, the entire 
production process would come to a halt. But when the 
costs become too high, the international competitiveness 
of Taiwan manufacturers would be severely weakened. 
When you contract the job out to a foreign company or 
simply relocate your plant overseas, the effects on job 
opportunities for workers at home will be even more 
disastrous. All these are real issues that cannot be theo- 
rized away simplistically. 


Is Taiwan’s foreign labor policy in question? This indeed 
is a most significant topic that all society should examine 
closely. It is an extremely dangerous attitude to push a 
point of view based solely on a survey that is less than 
meticulously designed. As society matures, the 
researcher must become even more thoughtful and more 
diligent in his search for evidence as a way of fulfilling 
his social responsibility. 
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